









NACA. 
BULLETIN 





May In Three Sections 
1953 Section 1 
The Industrial Accountant—A Profit Maker......... S.D. Flinn 1135 


Better Organization—W hat the Accountant Can Do Mason Smith 1143 


W ork Simplification Cuts Plant and Office Costs.. H.F. Burrows 1151 

\aLevel Cost Control for the Management Team. R.G. Lochiel 1158 

Cost Control Facts for the Foreman.. 8. Powell & F. Mancheski 1170 
Whe Fixed-Flexible Budget—A Study in Integration Glenn Welsch 1182 


A Workable System for Office Supplies...... Herman A. Downs 1194 


THE WORKSHOP 


JA Personal Development for Report Writing..... A.E. Schneider 1201 


An Inquiry Into Internal Reporting............ Robert D.Hay 1206 


= 





The Cost Forum 








ABOUT THIS MONTH'S AUTHORS 


CRANES 


S. D. FLINN 


The Industrial Accountani—A Profit Maker. Mr. 
Flinn is Comptroller, United States Steel Supply 
Division of United States Steel Corporation. He 
is a graduate of the University of Pittsburgh and 
has had extensive experience in public accounting 
as well as industrial accounting. Mr. Flinn re- 
ceived the Lybrand Gold Medal Award in 1949- 
1950 for his manuscript, ‘Administration of a 
Large Accounting Department."’ 


MASON SMITH 


Better Organization—What the Accountant Can 
Do. Mr. Smith is a partner, A. T. Kearney & 
Co., Chicago, Illinois. In addition to teaching 
at Ohio State University and Northwestern Uni- 
versity he was associated with James O. Mc- 
Kinsey & Co., The Kroger Co., and Marshall 
Field & Co. Mr. Smith served as President of 
N.A.C.A. in 1947-1948. 


HENRY F. BURROWS 


Work Simplification Cuts Plant and Office Costs. 
Mr. Burrows is Treasurer, Old Colony Envelope 
Company, Westfield, Massachusetts. Prior to his 
present position he was in the accounting division 
of the First National Bank of Westfield and the 
cost accounting division of the Strathmore Paper 
Company. 


RAYMOND G. LOCHIEL 

All-Level Cost Control for the Management Team. 
Mr. Lochiel is Vice President and Treasurer of 
Capital Airlines, Washington, D. C. He has had 
extensive experience in airline accounting and 
is an active member of technical and professional 
groups. 


BROOKS R. POWELL and 
FREDERICK J. MANCHESKI 


Cost Control Facts for the Foreman. Mr. Powell 


This Bulletin is published monthly by the National Association of Cost Accountants, 505 Park Ave. 
New York 22, N. Y. Subscription price, $10 per year. Reentered as second-class matter 
1949, at the Post Office, New York, N. Y., under the Act of March 3, 1879. 


COPYRIGHT BY THE NATIONAL ASSOCIATION OF COST ACCOUNTANTS May 1953 


is Chief Cost Accountant, The Timken Roller 
Bearing Company, Canton, Ohio. Prior to this, 
he was with the B. F. Goodrich Company. 

Mr. Mancheski is Methods Engineer on the 
staff of the General Superintendent of the Canton 
Bearing Factory of the Timken Roller Bearing 
Company. Earlier, he was a Factory Management 
Trainee and a Cost Analyst. 


GLENN A. WELSCH 


The Fixed-Flexible Budget—A Study in Integra. 
tion, Mr. Welsch is Associate Professor of Ac. 
counting, University of Texas, Austin, Texas, 
He is a graduate of Northwestern State College 
and received his doctorate degree at the Univer. 
sity of Texas. 


HERMAN A. DOWNS 

A Workable System for Office Supplies. Mr. Downs 
is Assistant to Controller, The Carborundum 
Company, Niagara Falls, N. Y. He has been 
with his present company since 1924, and cur 
rently is responsible for directing office services 
activities at their Executive Offices, and co-ordi- 
nating decentralized accounting functions at all 
locations. 


ARNOLD E. SCHNEIDER 


Personal Development for Report Writing. Dr. 
Schneider is Head of the Department of Basi- 
ness Studies, Western Michigan College, Kale 
mazoo, Michigan. He is well known as an a 
thor, speaker, and management consultant. 


ROBERT D. HAY 


An Inquiry Into Internal Reporting. Mr. Hays 
Instructor of Accounting, Ohio State University, 
Columbus, Ohio. Prior to his present affiliation 
he was Assistant Professor of Management at th 
University of Arkansas. He is currently working 
towards a Ph.D. degree at Ohio State. 


September 22 





1 pps D 


of tl 
technical 
to the de 
enter the 
responsib 
his scope 
may seem 
ant does « 


Departm 


It may 

Someone 
no busines 
revenue th 
more than | 
all the reve 


MAY, 195 








to this, 


on the 


agement 


Integra- 
r of Ac 
, Texas. 


> Univer- 


{r. Downs 
borundum 
has been 
and cur- 
e services 


iting. Dr. 
t of Busi- 
ege, Kale 
as af a0 
rant. 


Mr. Hay 


t affiliation 
ment at the 
tly working 


Park Ave., 


1953 





















NACA. BULLETIN 


Agane 
VOL. XXXIV NO. 9 ci MAY 1953 


The Industrial Accountant — A Profit Maker 


by S. D. FLINN 


Comptroller, United States Steel Supply Division, United States Stee! Corp., Chicago, Ill. 


As the radius of his activities lengthens from their traditional center 
in the record-keeping process—a circumstance of several decades’ 
standing but of uneven development among industries and companies 
—the accountant is in need of the counsel of individuals in whose 
companies his work is an active function in all respects. The author 
of this paper presents such counsel, including a list of fourteen areas 
in which special reporting may be helpful to management. 


1 er DEVELOPMENT OF MODERN ACCOUNTING has completely changed the role 

of the accountant and his value to business. I am not referring so much to 
technical developments in accounting, although they have been many, but rather 
to the development of concepts which have enabled the executive accountant to 
enter the broader field of business management. Although it is true that the chief 
responsibility of the accountant is still the recording of the transactions of business, 
his scope has widened far beyond that. He is, in fact, a profit-maker. This idea 
may seem, at first glance, to be a bit far-fetched. Nevertheless, the modern account- 
ant does contribute directly to business profit. 


Departmental Contributions to Profit 


It may help to talk first about the profit contribution of other departments. 
Someone has said that sales are the wheels of any business and it is axiomatic that 
no business will run without them. The sales department of a business secures 
revenue through sales and secures profit by obtaining a price sufficient to cover 
more than cost, if costs are in line. In other cases, the sales department may secure 
all the revenue possible under commercial conditions but, if the operating depart- 
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ment does not make proper costs, no profit will result. The operating department 
must manufacture the product or, in a strictly commercial business, receive, handle, 
stock and ship merchandise to customers at a cost sufficiently below the commercial 
price to earn a profit. Each may be said to be profit-making endeavors. 

Correspondingly, the purchasing department must buy wisely, in proper quan- 
tities, material which the customers will buy promptly, at a price which will afford 
a satisfactory margin of profit at commercial prices. The traffic department must 
see that incoming material is delivered at the lowest cost and that shipments reach 
the customers promptly. The credit and collection department must extend credit 
to good risks, so as not to curtail sales, and must collect accounts receivable and 
prevent bad debt losses. All of these departments have a very definite effect upon 
and make a very tangible contribution to the profit rate of business. 

The profit contribution by the accounting department is perhaps less tangible 
but it is no less real. There are ways and ways of making a profit or contributing 
to it. One is to engage in a profitable activity. Another is to make money by hold- 
ing down costs and through efficient operations. The accounting department and 
its activities are entwined with and related to all phases of the business. It is an 
integral part of the corporate setup and must be so administered as to contribute 
to company profit. 

To begin with, the accounting department's first responsibility is to provide the 
record by which management determines whether or not operations are profitable. 
In times past, in most cases, this was its sole function, and I am afraid that in the 
discharge of his responsibility the old-time accountant merely recorded after the 
fact. He felt little or no responsibility for interpreting the figures which he pro- 
duced. Certainly he felt no responsibility for the results which management pro- 
duced, nor did he often attempt to use his records to point out beneficial courses 
of action nor analyze the causes of unfavorable results. In fact, so absorbed was 
he in the details of his figures that, if his books were out of balance, this loomed 
larger in his sense of values than if the corporation showed an operating loss. In 
this attitude, he was little more than a bookkeeper. 


Channels of Action for the Accountant 


But management accounting is no longer confined to traditional bookkeeping 
and recording functions, nor do those functions appear so lustreless as once they 
were made to. Management needs a great variety of basic data, much of it outside 
the usual accounting scope. Accordingly, it has become the function and respon- 
sibility of the accounting department to furnish factual, dependable and timely 
information upon which management decisions may be based. The main ob 
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jective of the executive accountant is service to management by furnishing factual 
data to obtain low cost operation, keep the corporation financially sound and 
help to keep the executives from making mistakes. 

The responsibilities of the accounting executive have been defined as follows 
by the Controllers Institute of America: 


|. To establish and maintain an integrated effectiveness of its policies, organization 
plan for the control of operations through structure and procedures in attaining 
cost standards, expense budgets, fore- those objectives. 
casts, profit planning, and programs for 4. To supervise all matters relating to taxes 
capital investment and financing. and to report to government agencies as 

2. To measure performance against ap- required. 
proved operating plans and standards 5. To interpret and report on economic 
and to report and interpret the results conditions and on the effect of external 
of operations to all levels of manage- influences on the attainment of the ob- 
ment. jectives of the business. 

3. To measure and report on the validity of 6. To provide protection for the assets of 
the objectives of the business and on the business. 


It will be seen from this that the broad function of the modern accounting de- 

partment is service to other departments and to the company as a whole. 
*. Thus, perhaps the most important way in which the accountant can serve and 
help make profits is by furnishing well-planned, accurate and timely reports of 
operations. The development of this phase of accounting service has been given 
serious and intensive consideration for years. As a result, most corporations have 
developed a series of standard reports for presenting the information in a form 
which lends itself to easy interpretation and analysis. For the most part, these 
reports are prepared primarily in the normal processing of accounting data. To be 
effective, they must be well-planned, accurate, easy of interpretation and, above all, 
promptly issued. In my opinion, accounting information is valuable exactly in 
proportion to the speed with which it is made available. It certainly is of no 
value for control purposes to receive January results in July. Every effort must 
be exerted to issue reports promptly. 

In a sizable organization it is highly advisable to hold one or more monthly 
closing meetings, well in advance of the month end, to anticipate and appraise 
the difficulties which will present themselves that particular month due to number 
of working days, weekends, or special conditions and requirements which may 
arise. Each supervisor involved in the closing is thus able to lay before the entire 
group any difficulties which he may anticipate and a coordinated predetermined 
plan may be devised. This should be formalized by written schedules covering 
every detail of the monthly closing process. 

It should be emphasized that closing is a coordinated effort, that each division 
involved must do its share promptly and be ready to help any other division which 
may run into unexpected difficulties. It is not sufficient for each division to sit 


MAY, 1953 1137 











waiting for the material scheduled for it, but each supervisor should regularly 
check in advance to determine whether it will reach him on schedule. If it is un. 
avoidably delayed anywhere along the line, such preplanning enables the lost 
time to be made up in many cases. At least, the supervisor is aware of what he 
may expect and may plan to cut corners and expedite the work as rapidly as pos- 
sible when it reaches his division. 


Special Investigations for Special Reports 


In addition to the regular reports of results, which if fully used can be an effec- 
tive profit tool, the accounting department can furnish special financial and ac- 
counting information and statistics on any phase of business activities. Many cor- 
porations have established, as an adjunct to their cost divisions, analytical cost or 
statistics groups whose functions are analytical and interpretive and go beyond the 
mere furnishing of reports. They include special studies on any subject of interest 
in the operation of the business, special analyses, forecasts, estimates, special cost 
determinations, budgets, financial change statements setting forth advantages to 
be gained from capital expenditures, and reports on the savings realized from 
these expenditures versus the anticipated savings. 

In exemplification of this type of service, it is good to know the answers to 
such questions as the following: 


11 


What are low-profit items and what 
can be done to improve profit on 
them? 


. How much should selling prices be in- 


creased to offset incremental cost in- 
creases? 


. Is the product mix best for maximum 


profit? 


. What will be the cost and estimated 


profit on a new product, a new proc- 
ess, new equipment, or a new plant? 


. What are the economics of building 


additional facilities versus repairing ex- 
isting facilities? 


. How much should we pay for govern- 


ment-owned facilities which are up for 
sale? 


. What would be the effect on our profit 


position if we shut down a marginal 
facility? 

What effect will a wage increase or an 
incentive plan or a fringe benefit have 
on costs and profits? 


. What is the relative cost of one prac- 


tice or operation versus another? 


. Are distribution costs in line with those 


of other firms in the industry? 


. How much can we pay for outside raw 


materials and still make a profit? 


. What are the economics of buying al 


ternative raw materials? 


. What are the pros and cons of stock 


piling raw materials in anticipation of 
strikes? 


. What does the effect of government 


stockpiling of certain materials have on 
our procurement of these materials? 


These and many other important questions can be answered through analysis 
and research by an analytical cost or statistics division. Such a division is pethaps 
the most flexible of all those which may be included in the accounting department 
and may be capable of furnishing more varied service than any other. 


38 
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Profit Impact of the Tax and Internal Audit Divisions 


The increased cost of taxes and the large number of Federal, state and local 
taxes assessed today threatens the very existence of business. It is imperative that 
all tax matters must be handled expertly. The tax division of the accounting de- 
partment analyzes and interprets tax laws and rulings and appraises their effect 
on the company operations. It analyzes real estate and equipment evaluations for 
tax purposes and negotiates all tax matters with tax bodies and officials. 

Knowledge of the tax laws prevents the business from paying more taxes than 
are due and enables it to avoid penalties from improper or incomplete returns. 
Very often this knowledge will prevent loss which might be incurred through 
technicalities in the law or regulations. For example, where a firm is engaged 
in interstate business, the execution of a contract in one state and the manufacture 
and sale of the product in another state may subject this single transaction to state 
taxes in both states. Obviously, in this case, contracts should be executed, if pos- 
sible, in the state in which the sale is made. A tax division which is aware of all 
these laws and regulations will prevent incurrence of double taxation. In other 
words, the tax experts see that all state and Federal tax requirements are met and 
that the business pays what it owes, no more and no less. 

Most large organizations have internal audit divisions which have developed 
into most important aids to management. Formerly, internal audit work con- 
cerned itself very largely with payrolls. The old payroll audit was, in effect, noth- 
ing more than a detailed checking of all time and payroll calculations and all of 
the details which went into making up payrolls. The modern comprehensive 
audit program covers all types of accounting activity and many activities falling 
under the responsibility of the operating and sales departments, which affect 
company interests. 

A primary function of the executive accountant is the protection of company 
assets and the setting up of proper controls to guard against impairment of these 
assets or loss from bad practices. Even though proper controls have been estab- 
lished, it requires constant vigilance and audit to insure that they are being fol- 
lowed. It is a primary function of the internal auditor, therefore, to be alert for 
deviations from company policies and procedures and to report them to manage- 
ment for corrective action. He must also detect any dangerous or doubtful prac- 
tices which might possibly result in loss and recommend more effective controls, 
or else changes in procedure to eliminate such possibilities. In all of his work, the 
internal auditor approaches all of his assignments from the standpoint of man- 
agement and is, therefore, capable of contributing materially to the profit of the 
company through prevention of loss. 
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Improved Office Efficiency and Services 


Another potential of profit is found in the office. The volume of clerical work 
has increased tremendously in modern business. This is due to the increased com- 
plexity of business, government requirements, and the desire on the part of man- 
agement for factual data on which to make decisions and determine the course of 
the business. 

At the same time, even though there has been considerable mechanization in 
the office, the number of office employees has increased entirely out of proportion 
to the number of factory employees. Since the year 1900 the number of office 
workers has increased by 650 per cent, while the number of factory workers has 
increased only 75 per cent. Efficient work methods, based on time study and 
other scientific means of measurement, have been largely adopted in the factory 
but there is much yet to be done along this line in the office. Due to this fact 
and the disproportionate increase in office workers, there is, perhaps, a larger 
field for savings in this area than in any other existing in business today. 

The accounting department is usually the largest clerical group and, therefore, 
in many instances, the responsibility for all clerical work and control of clerical 
cost falls upon the executive accountant. The modern accountant, for the most 
part, has become an expert, not only in accounting and finance but in office clerical 
methods and clerical cost control. No longer does he concern himself solely with 
cost control systems for other departments of the business. He fully realizes that 
his own costs must be controlled, since they are so large a part of business costs 
today, just as manufacturing and distribution expenses must be controlled. Accord- 
ingly, there has been a growing tendency during the last fifteen years to introduce 
into the office the same principles of efficient operation as have been utilized in 
the factory. 

In many cases, the executive accountant has found himself responsible for plan- 
ning and directing activities which are seemingly far removed from accounting 
work. He has often been made responsible for office service functions for the en- 
tire organization, such as office space arrangements and negotiations, office facility 
and equipment procurement and maintenance, records storage and microfilming, 
duplicating and printing services, mail, messenger and receptionist services, st 
tionery forms and supplies, and telephone, teletype and telegraph. 

All of these services cost money. The cost of many of them is difficult to meas 
ure. Too often they are no one’s responsibility in particular. Then there is 00 
control over them and extravagant use. The centralization of all office services 
provides better organization, eliminates duplication between departments, results 
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in more efficient service to all and materially reduces cost. It is logical to place 
this responsibility in the hands of accounting department management, since the 
accounting department is skilled in planning clerical activities. 


Twin Activities: Systems, Organization Planning 


The same thing is true with regard to the planning and control of all clerical 
operations and their cost. As a result, systems groups have been established in the 
accounting department to control the cost of work methods. In addition, organi- 
zation planning and salary administration groups have been organized to control 
the cost of personnel. These men are to the office what industrial engineers are 
to the factory. 

The systems groups design and install simple, low cost and standardized office 
procedures. They set clerical performance standards which determine proper 
work loads and the number of employees which the volume of paper work re- 


quires. They determine whether clerical functions shall be performed manually 


or mechanically and, if mechanically, they investigate office equipment, machines, 
supplies and other facilities and make recommendations concerning specific appli- 
cations. 

The organization planning and salary administration groups design, recom- 
mend and install simple, low-cost and standardized office organizations and elimi- 
nate overlapping of functions between divisions of the organization. They pre- 
pare and maintain up-to-date job descriptions for all positions and set the rates 
of pay for the various types of clerical work, based on these job descriptions. They 
also administer all salaries within the established rates, reviewing all rate recom- 
mendations covering new employees, transfers, promotions and merit increases. 
They specify the educational background, the training and the experience of per- 
sonnel best suited for each type of work. 

The systems men are interested in the assignment of duties to each position, to 
measure the proper work load which each employee should assume. The organi- 
zation planning men are concerned with the proper assignment of duties and their 
classification so that the correct rate of pay can be applied. The inforrnation 
which the procedure men develop in their surveys can be beneficially used by the 
organization planning men in determining the proper assignment of duties. Their 
job descriptions and flow charts show, in a clear and concise manner, the oper- 
ations to be performed and indicate the type of personnel required to perform 
them. From this information, the organization planning staff can prepare position 
specifications, set up sound organization structure, provide for proper supervision 
and set up promotional sequences and salary ranges. 
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In the past it has been the practice to use the vertical method of work assign. 
ment, rather than the horizontal which is the more modern practice based on Spe- 
cialization. This has been due largely to the fact that work has been organized on 
an operating group basis rather than a functional basis. In other words, under the 
vertical method, each group or individual is a self-contained unit and performs al] 
of the work in connection with its particular assignment. The functional basis of 
organization lends itself better to horizontal assignments where such work as 
typing, calculating and the like are performed by trained specialists. 

For example, under the vertical method of work assignment, each payroll clerk 
may be given a complete departmental payroll and be responsible for performing 
all the work on this roll. He spends a considerable portion of his time in routine 
work, such as posting, calculating, transcribing, etc. However, since he is required 
to have the broad knowledge necessary to prepare the payroll, he is usually paid 
on the basis of that knowledge which, of course, is at a higher rate than should be 
paid for the purely mechanical operations. It is quite apparent, therefore, that the 
organization in which this method is used is paying considerably more for routine 
work than it should. 

Under the horizontal work assignment method, the operations are separated 
into the proper work classifications and those employees who have a knowledge of 
procedures, are assigned only the top work which requires use of that knowledge. 
The routine work of posting, calculating, transcribing, etc., is assigned to junior 
clerks, typists, calculating machine operators, etc. Employees doing this type of 
work not only fall into a lower rate classification but, by reason of their training 
and skill, turn out more volume. Savings are obtained, therefore, both in per- 
sonnel costs and increased efficiency. 


Scope—for Service 


The modern accounting department, organized as it is and composed of spe 
cialists who are expert in their line, makes a definite contribution to efficient oper- 
ation. The modern accountant is truly a profit-maker. His activities, those he 
supervises, those on which he reports, and those for which his counsel is sought 
and his advice pertinent, are truly company-wide. His stature grows with his un- 
derstanding. He is in the fortunate position of being able to carry on a work of 
increasing importance without undermining, but rather strengthening the im 
portance and security of others. 
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Better Organization— What the Accountant 
Can Do 


by MASON SMITH 
Partner, A. T. Kearney & Company, Chicago, Ill. 


Through this article runs the thread of experience from which it is 
pointed out that situations must be permitted to modify rules in 
governing the improvement of the organization of a business. Narra- 
tive illustrations are offered. The accountant’s vantage point and the 
potential fruits of his vigilance are highlighted. 


[ Is TOO SELDOM that industrial accountants consider the very broad subject of 
organization and its relationship to cost control. I found, in thinking about it, 
that there were several approaches which might be made to this subject. There 


_have been many books and articles written about it. It seems pertinent, therefore, 


that we begin this article with a statement of a concept of-organization. I believe 
that the practical application of organization to business comes down to the 
following: 


“Organization is an accepted and understood plan for the handling of activities and the 
establishment of adequate authoricy and responsibility to implement the plan.” 


It is first important to realize the limitations of the strictly logical approach, It 
is not all a matter of rules. Far too many people get somewhat off the beam in a 
consideration of organization matters through giving relatively too much emphasis 
to matters of form and structure and far too little emphasis to people. I am always 
taken a little aback when I observe too great reliance on organization manuals 
and charts. I am always afraid that the executive who relies on these tools may 
tend to over-look the many interrelations, interplays and informalities which usu- 
ally exist and which tend to breath life into an organization pattern. As a first 
limitation, therefore, I suggest, with respect to the organization of a particular 
company not to become too much disturbed about matters of form and structure 
but to center attention on an appraisal of how the organization plan is really 
working. 


Rules Must Be Adapted to Situation 


Practically all of the books and articles on the subject of organization make a 
considerable point of the proper number of people to report to a single executive. 
The recommended number usually ranges from seven or eight on the low side up 
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to twelve or fourteen on the high side. In observing organization patterns in 
practice, however, I have seen this so-called principle violated too frequently to 
accept it thoroughly. A speech entitled, “This is Sears,” made not long ago by 
T. V. Houser, then vice president in charge of merchandising and now vice chair- 
man of the board, dealt with this matter. He referred to the usual standard of 
ten or twelve people as a “mystic figure.” When asked how many executives te- 
ported to him, his reply was, “I think forty-two or forty-three.” His company’s 
record of continued success is too outstanding for any student of organization to 
brush off this seeming violation of an organization standard which has been stated 
and restated largely from an academic point of view. 

In thinking about it, it seems to me a more realistic statement might be that the 
number of people who can report to a single executive depends quite largely upon 
the quality of the people doing the reporting and how the executive relates him- 
self to the problems of those people. If his attitude is one of helping, if he has a 
burning desire to build strong people below him, he can spread his influence very 
widely. If, on the other hand, his attitude is one of tightly and minutely controlling 
them, his influence must be narrowed. If one looks around a business and sees a 
large number of people reporting to one man, one need not feel that this is a de- 
ficiency in the pattern of organization until, at least, the viewpoint of the executive 
and his subordinates who are trying to operate in accordance with that pattern, is 
understood. 

Another similar illustration comes to mind relating to a much smaller business. 
It sells nationally through 1,600 dealers who are handled by forty-five salesmen, 
all reporting to one sales manager, without district, divisional or territorial sales 
executives. The company is a leader in a highly competitive field and has been 
built to its position of pre-eminence during the past fifteen years. It is possible for 
it to operate in this manner largely because of careful measurement of market 
potentials in each salesman’s territory and simple, yet effective, controls over the 
use of the salesman’s time. Most of all, there is a studied policy of hiring and 
developing such a superior type of salesman, capable of earning substantially more 
than his competitors, that he needs but a small amount of help. In comparison 
with this company, another one in a closely allied field, with a sales volume of 
six million dollars, is split into two divisions, has five district sales offices and 4 
tremendous staff overhead. A quick calculation indicates that it would require 
a volume from two to two and one-half times present levels to begin to justify 
this large overhead. 

Another opinion which is a hardy perennial in writings on organization is that 
activities of like kind and requiring similar abilities should be handled by one 
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executive. This principle tends to become more valid as a business increases in 
size and thus provides increasing possibilities for specialization. However, in 
smaller companies it is usually impossible to apply this principle as fully as is the 
case with large companies. Therefore, it is needless to become unduly disturbed 
at illogical groupings of activities. The better test is whether these seemingly 
illogical groupings are causing the business to perform unsatisfactorily in connec- 
tion with the handling of those activities. It is well to remember also that, in many 
small businesses, the man who started the business still continues to run it and 
his ability frequently becomes the rallying point for a rather wide and dissimilar 
group of activities. Since such a pattern evolves gradually, it may work very well 
as long as the individual continues to handle the multiplicity of duties. It would 
be bad timing to attempt to rearrange the handling of activities in a very drastic 
way if the present method of handling them is providing satisfactory results. 

There is also the matter of illogical division of authority over a single activity. 
I know of one business with sales volume approximating seventy-five million 
‘dollars, which has a vice president in charge of sales and a vice president in charge 
of sales of a particular product, both of whom report to the president. I have 
never seen a book on organization which would condone such a structure. Yet it 
happens in this case that there is little relationship between sales problems for 
the product in question and those of the remainder of the company. It happens 
also that the company is a merger of three companies and, if the product sales 
manager had been required to report to the general sales manager, it is quite 
probable that he would have left the company. It seemed more prudent to the 
president, therefore, to retain the service of two good men than it was to 
slavishly follow so-called standard organization practice. 


Clues: The Chart of Accounts and the Reporting System 


The organizational aspects of cost control are thus a matter of discernment 
rather than rules. Nevertheless it seems logical to consider what are the natural 
relationships between the chief accounting officer’s sphere of influence and the 
general problem of more effective cost control through improved organization. 
I propose to deal here with some of the broader aspects of such cost control 
rather than specific methods or details inherent in the problem. 

To as great a degree as possible, a proper chart of accounts covering operating 
activities should parallel profit and expense responsibilities. Obviously, if the 
chief accounting officer, in attempting to build such a chart of accounts, finds 
areas in which there is either divided or overlapping responsibility for profit 
performance or expense control, he has a natural reason to raise the issue of 
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limitations on the organization structure. Often, when a chief executive is un. 


willing to consider the subject of organization revision as such, his interest can 
be whetted if he is shown that his present organization structure makes it diff. 
cult or even impossible to fix responsibility for expenses and profits. If this is 
not disclosed at the time the account structure is being built, it may naturally 
become manifest when decisions have to be made concerning the specific split- 
ting of these responsibilities or at a later time when some expenses get out of 
line and corrective action is asked for. In short, the accountant has a natural 
avenue of approach to more clear cut organization through his own activities 
in the construction and use of a proper classification of accounts. 

Closely allied to this subject is the development and use of reports. Since 
the reports arise out of the accepted classification of accounts, it is but an exten- 
sion of that approach to continue to show management through reports how 
difficult it is to fix responsibility for expenses and profits. The existing report 
situation may also be used to proportion controls: 


1. If the management has an overdeveloped erned by numerous checks at higher 
sense of control and an underdeveloped levels. 
sense of allowing people to use adequate 2. The cumbersome report structure can 
initiative, this is almost sure to manifest also provide a natural means of increas 
itself in the number, complexity and fre- ing reliance on planning and a decreas. 
quency of reports which flow to the man- ing reliance on post-checking of activi- 
agement. The skillful accountant can ties. From this change in concept, it is 
develop information over a period of often not too difficult to persuade the 
time showing the cost of the burdensome tight-control-minded manager that care 
report structure, the relatively small risk fully prepared budgets and plans provide 
which would be involved if such minute adequate control and stimulate initiative 
reporting were not required and the at lower levels, with less minute chect- 
slowness of action which usually emerges ing of actual versus budgets than seemed 
when actions at lower levels are gov- necessary before budgets were adopted. 


The skillful accountant may find help in his quest for better organization, 
through the development of trend information. For example, in the case of a 
company having two branch plants, it may be possible to bring out basic infor- 
mation showing how one plant operates at better costs than another. This may 
be due to the fact that one is better organized and the people are better handled 
in one plant than the other. It is only natural for the accountant to at least 
suggest, in presenting the comparative results of the two plants, that there 
appear to be certain basic reasons for the success of one against the other and to 
include in the possible reasons the matter of organization. 


Are Activities Developed and in Balance? 


We have considered the limitations of rules relating to sound organization 
and have also considered how the chart of accounts and the system of reports 


1146 N.A.C.A. BULLETIN 








tives 
fact 
extre 
The 
up | 
the t 
featu 
simil 
for t 
point 
testin 

In 
of ac 
to pa 
staff | 
witho 
Such 
in m: 
contin 
their 
to ing 
are be 


Does 








is un- 
st can 
t diffi. 
this is 
turally 
: split. 
out of 
vatural 
tivities 


Since 
exten- 
s how 


report 


higher 
re can 
lecreas- 
ot, it is 
de the 


+ care- 
ritiative 
check- 
seemed 
dopted. 
zation, 
e of a 
infor- 
is may 
undled 
t least 


and to 


zation 


ETIN 





offers the accountant his own vantage point on organization. How should he go 
about helping see that organization is kept sound? A first requirement of any 
organization plan is that it recognizes and provides for the handling of all 
activities. In looking at an organization problem and its effect on costs, it is 
usually best to examine the plan of organization in terms of its provision for 
essential activities. 

For example, an essential activity in the major household appliance business 
is that covering product development and testing. The industry is highly com- 
petitive. At times there is pressure on the part of sales and advertising execu- 
tives to speed up the introduction of new lines or new features. Despite the 
fact that there have been numerous instances in which such speeding up proved 
extremely costly because of bad products, there continue to be instances of it. 
The controller cannot fully do his job and sit idly by while such a speeding 
up process is allowed. He should at least raise pertinent questions concerning 
the number of pilot models which have been built, the test results covering new 


features in the laboratory, field test results in the hands of users and other 


similar factors. By so doing he is helping management to recognize the need 
for these essential activities and helping force a complete consideration from all 
points of view of the general subject of product development, design and 
testing. 

In this same general area, the accountant should be watchful of the growth 
of activities which may be essential for a time yet become overdeveloped or fail 
to pass out of the picture when they are no longer needed. It is often true in 
staff activities that there is great enthusiasm for them when they are initiated, 
without a commensurate reduction in their volume when their usefulness wanes. 
Such matters as training programs, and market research and testing are all useful 
in many companies under the right conditions. However, if these activities 
continue or expand unduly, it is the accountant’s job to raise questions about 
their cost, to suggest ways of finding out how effectively they are being used, 
to inquire whether new and cheaper methods of accomplishing the same result 
are being investigated and other similar inquiries. 


Does Location of Authority Expedite or Delay? 


Another criterion of organization is that authority and responsibility should 
go hand in hand or that responsibility should carry with it commensurate 
authority for its performance. It is often difficult to decide the relative weight 
of authority and responsibility over a given activity and it is sometimes hard to 
be sure that all aspects of an activity are properly recognized. The question of 
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product development again illustrates the application of this principle. Obvi- 
ously, an acceptable product is the joint responsibility of the executive in charge 
of sales, the chief design engineer, the executive in charge of tooling and the 
chief production executive. Collaterally, it is desirable for the executive in 
charge of advertising and merchandising and the executive in charge of service 
to have an opportunity to review the product. The relative degree of responsibil- 
ity of each of these functionaries is not a rigid thing, but, if the chief executive 
overlooks the application of a balanced point of view to this very vital problem 
and allows authority on the part of any one functionary to override the work 
of others, there is apt to be trouble ahead. The resourceful accountant, in deal- 
ing with the figure aspects of the problem, may well observe deficiencies in this 
area and cause questions to be raised which bring the whole matter into a better 
balance. 

Another example lies in fixing responsibility and providing commensurate 
authority over the subject of service costs. What may appear to be high service 
costs may be due not to factors under the control of the service manager but 
may lie in other departments, such as warehousing, shipping and manufacturing, 
one or more of which has been allowed to “pass the buck” to the service depart- 
ment and, in the process, build considerable “bad will” for the company’s 
product in the minds of customers. The accounting officer can institute investi- 
gations into service costs, which can well lead him into suggestions for providing 
for more clearcut authority and responsibility over activities which basically give 
rise to such costs. 

The choice between vertical and horizontal relationships many times offers an 
organization problem. I have indicated earlier that no organization chart ade- 
quately expresses the informalities which have to exist as people work together. 
The accountant will be able to observe an overdeveloped emphasis on hewing 
to the line with reference to authority, through the type and nature of reports 
which he is required to provide management at all levels. Working from this 
base, he can raise questions concerning the costs of the reports, the slow down of 
activities because of the requirements of reports and approvals, and the general 
breakdown of horizontal relationships under which all matters, up to an agreed 
upon importance, can be disposed of without resort to strict adherence to line 
authority up and down. 

As already indicated, the question of logical grouping of activities is also 
something which may prove troublesome. Overdevelopment of functionalization 
may well lead a business into an adherance to expertness in activities grouping 
which cannot be justified in terms of cost. Grouping of activities geographically 
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may also hit some snags in the area of the relationship between a plant manager 
and the functionaries in the central office. This whcle question of logical group- 
ing and the relationships which arise through line and functional authority are 
easy by-products, of the accountant’s work with his fellow executives. 


Is There Proper Linkage Between Planning and Doing? 


The respective places of planning and administration yield difficult organiza- 
tion problems. It is usually considered best practice to provide for planning 
activities centrally and to keep the planning group small in number but high in 
quality. The results of these planning activities are transmitted to administrative 
officers through statements of plans, policies, methods and procedures. It is im- 
portant that the accounting officer keep these two aspects of business problems 
clearly in mind to lend his weight to sound planning, clarity of expression of 
plans to administrative units and the adoption of such measures as are needed 
to provide for conformance to those plans, on the part of administrative ex- 
ecutives. 

Closely allied to their question is the lack of clarity which often exists between 
line and staff activities. Staff people help. Line people execute. It is well for 
the accountant to watch for the growth in the number of people in staff and 
specialized activities. There is a tendency for a central office staff executive to 
want to magnify his importance, to an unhealthy degree, by placing of his rep- 
resentative in branch units. In a chain store company, a staff executive in charge 
of real estate might well need representatives in divisions and branches, at least 
for a period of time. However, he should be encouraged to develop such stand- 
ards of leasing, store location selection and other kindred problems that his 
staff representatives can be removed, and the responsibility executed by line 
executives in the field. Obviously the accounting officer, by studying leases, vol- 
ume and profit by types of stores, can help accelerate the reduction in this staff 
activity as such and encourage its assignment to field line personnel. 

Various other staff activities, once they are started, can be transferred into the 
accounting department and their work becomes largely a by-product or extension 
of normal accounting functions. An independent market research department 
may provide the sales management with a considerable volume of trade statis- 
tics, analyses of sales by territories, products, types of customers, etc., analytical 
reports covering sales costs and other similar matters. Obviously, a properly 
mechanized accounting department can, perhaps with little rearrangement of its 
efforts, provide such basic material, largely as a by-product of the normal ac- 
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counting function and at far less cost than the maintenance of a specialized 
department. It is ordinarily sound to keep staff activities from growing unduly 
in terms of number of people and to keep staff work in the hands of a smal] 
number of highly competent personnel. 

Another factor which the accountant will find it pertinent to watch, is a 
tendency for the organization pattern to grow in depth. This relates to a previ. 
ous observation concerning the growth in reports and checks. It is well to keep 
in mind that the farther down in an organization final decisions can be made, 
the greater the tendency for executives at lower levels to gain stature, to develop 
a broader and surer hand in the conduct of their activities and to provide better 
material for jobs in higher echelons. A good principle to follow is that final 
decisions, within policy, should be made at the lowest point in the organization 
structure where all of the facts required to make the decision naturally accumo- 
late. In observing reporting and checking paper work procedures, the accountant 
can be thinking about this principle and raising questions with management as to 
the need or risk involved in establishing final decisions. The cumbersomeness 
of allowing final decisions to wait while those higher in the organization sign or 
initial papers, with no additional information which makes such signing or in- 
itialing enhance the quality of the final decision, may be pointed out. 


Roads to Good Judgment 


It is not an easy matter for the accounting officer to render real assistance in 
the area of cost control opportunities which improved organization offers. This 
article, therefore, closes with a few suggestions which I believe will be appli 
cable to the work of many chief accounting executives in their dealings with 
this type of problem: 


In every way possible, try to develop 
a thorough understanding of all phases 
of the business which employs you. Study 
the industry in which you are engaged 
and observe how your business relates to 
the trends in that industry. In short, 
know all that you can about your busi- 
ness. 

Study the people around you whose 
minds you are going to have to influence 
in your attempts to amend organization 
concepts and get better control. Observe 
the ways that appear to be useful in in- 
fluencing them and adopt those ways as 
you deal with your problem. 


. Develop a proper sense of timing. It 


often happens that an excellent idea is 
turned down and an idea of far less ex- 
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cellence is adopted, due mainly to the 
fact that the first was presented at the 
wrong time while the second was pre 
sented at the right time. 


. Keep your own house in order by nm 


ning a low-cost accounting operation 
which provides essential and timely serr 
ice to the other units of the organization 


. Remain flexible and resourceful in dea 


ing with people. Yours is the department 
where all of the basic facts of the bul 
ness naturally come together. Your abi- 
ity to interpret those facts and to bring 
about corrective action will lie 

in how skillfully your are able to 
with the people around you and hor 
carefully you adopt proper timing ® 
your efforts. 
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Work Simplification Cuts Plant and Office Costs 
by HENRY F. BURROWS 


Treasurer, Old Colony Envelope Co., Westfield, Mass. 


Induction of company supervision into the ways of work simplification 
through semi-social but wholly serious training sessions is described in 
this article, which then proceeds to review in particular an impressive 
array of resulting economies and the approaches through which they 
were achieved. 


ASS PRODUCTION, automatic multiple-operation machines, electronically 

controlled processes, increased productivity, and a host of similar terms 
current in shop talk are indications of vigorous thinking and activity in manu- 
facturing operations. These trends call for high speed expensive machines, high 
cost plant facilities, higher and higher labor costs. Parallel with these trends 
should be improved techniques to plan and control costs of these improved mass 
production operations to assure maximum profits. 

In the light of this situation, it is pertinent to comment that the major func- 
tion of most accounting activity has been to keep top management informed of 
operating results on an historical basis. Industrial plant activity revolving 
around men, machines, plant facilities and material, is converted by a common 
denominator of dollar and cents to a formal statement of operating results for 
management information and action. Top management interprets the financial 
results in the light of business trends and prevailing economic conditions and 
may or may not be satisfied with the results for the period reported. This his- 
torical review of results of plant activity generally leads to a dollar and cents 
plan of budgeted operations which reflects an optimism toward improvement in 
plant performance. This financial budget is passed on to the operating person- 
nel for hoped-for attainment. 

Under these conditions, which may not be fully descriptive of the best situ- 
ations but may apply widely, it is not surprising that the operating level of 
management has difficulty in projecting a clear picture of the action necessary to 
attain the budgeted results. Dollars and cents are not familiar language in the 
first place, and in the second place, even were the calculations carried to mills, 
they would be too coarse a measure to evaluate the accelerated tempo of modern 
factory activity. Cost savings today are, in a good many cases, the result of 
motion economies which can be discerned only by the use of the high speed 
camera and measured with the aid of a wink counter, or a measure of the 
frames in the film, shot at a predetermined speed. In the third place, dollar 
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and cents values fluctuate too rapidly and are, therefore, confusing. Time stand. 
ards make a more stable appearance to operating personnel and are better under. 
stood by them. 


Working Up to a Work Simplification Program 


Nevertheless, the final score is in dollars and cents. How to recognize this 
and still work with data well-understood in operations? Since it is the operating 
level of management that supervises plant activity, which is eventually con- 
verted into financial results, it is important that this group be trained to achieve 
the maximum efficiency of the facilities and operations under their direction. 
The greatest progress in acquainting operating personnel with their oppor- 
tunities in producing favorable financial results through increased operating effi- 
ciencies, is through a formal program of education in this field. 

The nub of the matter is work simplification. Financial results will follow. 
The various steps in introducing and conducting a work simplification program 
at Old Colony Envelope Company are listed below: 


Top management was thoroughly sold on 
the idea and gave the persons who were 
to conduct the program its support. 


sity for studying and improving methods 
in an attempt to improve operating re- 
sults, was pointed out. The session was 

luded with a showing of a film on 





2. The office manager and plant engi . 
ae Se — table sessions con- increased productivity. 
ducted by a well-known university, in . A series of training meetings was sched- 
work simplification as they apply both to uled, to which all y wows super- 
office and to factory operations. visors were invited. Since we are a rele- 
3. Before actually starting any of the train- tively small plant, it was possible to form 


ing sessions within the organizations, a 
preliminary meeting was planned and at- 
tended by top management, operatin 

management and union officials. This too 

the form of a dinner meeting. After the 
meal a review of the past history of the 
corporation was presented and the neces- 


this personnel into one study group with 
out making it too large from the view- 
point of training, discussion and partici- 
pation. To make the invitation attractive, 
the meetings were held in a private room 
of a good inn, with a good meal preced- 
ing the training session. 


Concurrent Training In and Use of Work Simplification 





At the training sessions, the first objective was to transmit to the supervisors 
the principles of work simplification, as outlined at the round table discussions 
referred to in Point 2 above. Lecture material was supported by films available 
through the university library showing situations before and after studies of 
method changes, made in other organizations and involving the principles under 
discussion. The study of specific principles applicable to methods improve 
ment, plus the visuals showing how other people put them to work, was vely 
effective in stimulating the thinking of our own group as to the possibilities 
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within our own plant. It was one of the best means of arousing them from the 
apparent self-satisfaction with a past pattern of operating methods, to seeking 
a better way of doing the job. 

The foremen were requested to apply these principles between sessions to 
methods under their control. In cases in which the foreman recognized that a 
method could be improved but lacked a final solution for improvement, the 
problem was brought to the next meeting of the group for discussion. A prob- 
lem such as this, thrown open for solution to the entire study group, developed 
a mental reaction which we termed progressive thinking. A suggested solution 
by one member of the group inspired others to add improvements to the method. 
The final result of the group was better than any improvement suggested by a 
single member. 

This form of discussion, not only gave a solution to a problem in methods 
improvement, but also unconsciously developed an interdepartment interest in 
operations, which could not have been created as well in any other way. The 
completion of one improvement spurred on the interest in finding other ways 
to apply the principles of work simplification. Each completed solution, not 
only produced a better and easier way, but also resulted in a reduction of oper- 
ating costs. 

At the close of the training sessions dealing with work simplification prin- 
ciples, it was pointed out to the participants that each method study should be as 
precise as the plans for the construction of a machine. There should be no un- 
necessary or waste motion and each move should produce maximum results with 
the least expenditure of effort. This is especially important where human effort 
supplements machine operation. It must be synchronized with the machine as 
perfectly as possible, so that maximum machine output is utilized. Lost machine 
revolutions can, in some cases of semi-automatic machines, be a more important 
loss factor than actual down time. : 

By the end of the first year during which work simplification principles had 
been applied to some of our operations, a review of the improvements accom- 
plished indicated annual savings (in terms of 1949 values) of approximately 
$50,000. The areas in which these savings occurred are summarized in a gen- 
eral way in the following paragraphs. 


Economies in the Plant 


Better utilization of building facilities was one result. A major problem had 
been lack of space due to expanding business. Storage area was especially acute. 
By working with our suppliers, heights of loads of flat material shipped in are 
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specified, with a request that they be stacked on nonreturnable skids or pallets, 
Fork lift trucks were purchased to handle these unit loads at the receiving plat. 
form and to stack them within permissible distances from ceiling (for proper 
operation of sprinklers in case of fire). Paper mills shipping in rolls of paper 
furnish them in a regulated diameter and they are handled by a special lift track 
which receives and stacks them on end. These practices not only utilize maxi- 
mum cubic content of the storage space but also reduce costs and accident haz. 
ards prevalent in manual handling of heavy loads and roll stock. 

In operating departments, all heavy material is placed on skids for handling 
as unit loads with a lift truck. Special trucks were developed and built on 
casters to handle boxes and light-weight loads which could be easily moved in 
the line of operation as unit loads, without unnecessary “pick ups” and “put 
aways,” or waste attendant on the old method of handling such material 
manually. 

Assembly operations were studied for opportunities to combine operations, 
thereby reducing the “storages” necessary and reducing the processing cycle. 
These moves, not only conserved space, but also reduced labor costs substan- 
tially. 

Material costs were reduced. Although the material specifications for the en- 
velopes, themselves, could not be changed, materials used in packaging them 
came up for study. Standardization of band and label sizes and papers used, 
reduced, not only the material cost, but also the cost of printing, handling and 
the investment in inventory. Box construction and weights of board used were 
changed, with a saving in material and labor costs. 

Manual operations were studied and improvements made where possible, in 
light of work simplification principles. A major part of our work is performed 
on an incentive basis. In many cases in which incentive rates are set without too 
much study of method, they are subject to grievance complaints because the 
operator claims the time standards cannot be met or else the operator takes the 
initiative to improve the method on her own and reap the benefit of the im 
proved performance over the time standard set for the job. Our present pro- 
cedure is to first study a job to be rated, from the standpoint of method in the 
light of work simplification principles. These call for a study of operator mo- 
tions and considerations of work arrangement and equipment in relation to these 
motions, to produce a time standard which results in an equitable rate to the 
operator and produces the lowest cost to the company. Our present policy of first 
studying methods carefully and then applying rates has, not only cut our labor 
costs, but has also improved our labor relations. 
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Economies in the Office: Unit Grouping, Better Equipment 


Office operations, also, have been reviewed in the light of work simplification 
principles to produce cost savings. Our office is housed in a multi-story building. 
This is not an ideal situation from a supervisory angle and causes unnecessary 
travel time. We have attempted to group our office functions by floors and to 
produce a natural flow of work from one group of workers to another group, in 
an attempt to process the work with the least amount of travel time. 

All information pertaining to the customers’ orders is processed on one floor. 
Orders flow from the sales correspondence group to the order compiling section 
to the inventory control unit and to the planning division. The billing depart- 
ment, general files and teletype are also located on this floor. This grouping of 
functions produces the answer with a minimum of time, to any question arising 
about a customer’s order. 

Payroll, statistical and accounting functions have likewise been concentrated 
on one floor. The treasurer's office is located on this floor, for ready access to 
information pertaining to his duties. 

For the convenience of outside callers, the reception area and the office of 
the president and vice president and purchasing agent, are located on the second 
floor of the office building. The stenographic department is located on this floor 
also. In this connection, one of our best investments has been the purchase of 
dictating and transcribing equipment. It saves time for the dictator and makes it 
more convenient for him to plan his time and record his messages. This equip- 
ment has eliminated all private secretaries. Two of the girls in the stenographic 
group are assigned to do the filing and take care of the confidential work of the 
president and vice president. 

A study of various features on typewriters also led to savings in time and 
effort. In the order department, where several copies of the order are typed, 
the old standard typewriters with elite type in upper and lower case letters, 
were replaced with electric typewriters, with pica gothic type and lift platen. 
The lift platen allows faster insertion of the snap out forms. The new type face 
eliminates carriage shifting and produces more legible messages. The adjustable 
tension on the keys of the electric typewriter produce clearer carbon copies faster 
and with less expenditures of effort. This not only saves time in writing the 
order, but also time and errors in reading it, because of greater legibility. At 
present we are experimenting with one electric typewriter in the stenographic 
department as well, and our experience so far indicates that there are several 
advantages over the manually-operated machine. It reduces fatigue, produces 
more and uniform-typed letters and is ideal for producing duplicating masters. 
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Economies in the Office: Methods and Forms 


However, our great saving in time in the stenographic department has te. 
sulted from eliminating indentations in letter writing. All items from the date 
at the top of the letter to the closing at the bottom are started at the left hand 
margin. 

Filing practices are also a fit subject for simplification. In the order depart. 
ment, the standard data cards are filed in trays which slide back and forth on a 
trolley arrangement, making all records available to the typist from a sitting 
position. This same type of file is used for our accounts receivable record and 
saves much time and energy. 

Other types of method revision likewise played an important part in cost 
saving in the office. Our customer ledger was replaced by copies of invoices. 
Instead of posting charges to a ledger sheet, an extra copy of the invoice, placed 
in a division of the special file referred to in the preceding paragraph, indicates 
the charges to the account. Withdrawal of these invoices from the file, when 
paid, create the credit. This short-cut on our accounts receivable suggested a 
saving on our accounts payable system. Incoming bills are filed by vendor and, 
when paid, a voucher set, check and check stub are produced in one operation, 
in the majority of cases. In our payroll department, a system was devised in 
which an individual annual payroll sheet for each employee comprises the work 
sheet, journal, and record of earnings. 

Forms and report review resulted in substantial savings. The first portion of 
this project consisted of eliminating reports which were no longer serving a 
purpose and of simplifying reports retained. The second portion of this project 
was a study of forms and records. Eliminating eye travel reduces fatigue and 
time. On our rate records for payroll audit (these cover hundreds of items in 
our case), the engineering department used to furnish the payroll department, 
not only with rate factors, but also job descriptions which went with these fat- 
tors, as well as the piece rate. The charts were greatly condensed and eye fatigue 
eliminated. The job of auditing was thus greatly reduced. 

All forms are being studied from the standpoint of eliminating unnecessayy 
information and concentrating the written information in a minimum of space to 
reduce eye travel and hand motions or typewriter spacing. On forms filed in 
binders, the information which determines the order of the sheets within the 
binder will be recorded in the lower right hand corner of the form, to speed up 
the “grasp” and “select” factors when posting them. 
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Work Simplification Means Cost-Cutting Action 


Thus, in both plant and office, work simplification has yielded us dividends. 
Engineering and science have made tremendous strides in speeding up production 
over the past few years. Labor rates have skyrocketed along with this progress. 
It calls for an intimate knowledge of the principles of work simplification on the 
job, by those who have the responsibility for the performance of machines and 
men, to get the maximum results with the minimum of effort. It calls for close 
co-operation between the operation, engineering and accounting personnel to 
make improvements of a split-second nature and to evaluate their effort, not in 
the terms of a unit of production but in terms of accumulated production over a 
period of time. In this modern accelerated world of production, it takes cost- 
cutting action on the job to produce favorable financial results. 

Work simplification from the management point of view is concerned primarily 
with cost savings and increased productivity. However, there is another factor 
which is not as apparent but is important. Each individual plays a dual roll, 


’ that of producer and that of consumer. As productivity rises and wages follow, 


consumption also must rise. All life is effort and effort takes energy. As more 
of a man’s energy is expended in enjoying the rewards of greater productivity, 
the available energy for his work must be directed to obtain maximum efficiency 
to maintain progress. 
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All-Level Cost Control for the Management Team 


by RAYMOND G. LOCHIEL 


Vice-President and Treasurer, Capital Airlines, Inc., Washington, D. C. 


The whole of management is brought into this system for cost control 
and reduction in an industry in which upward adjustment of prices is 
seldom available as a means of bettering profits. The system uses a 
long-range forecast and a related short-range flexible budget and 
depends heavily on informative cost analysis, both continuous and 


periodic. 


— TREMENDOUS EXPANSION of industrial capacity over the past four or 

five years has made possible the existing high level of economic activity and, 
the product of this expanded capacity is at the moment substantially absorbed 
in the national rearmament program. However, the day when industry as a whole 
will face a real buyers’ market for the first time in many years may not be 
too far in the future, and the ability to produce at a low cost will determine 
which of us is going to remain in business. I do not imply that cost accounting 
and cost controls do not now exist. However, I believe that we now live in an 
economy where many companies can pass on cost increases to the general public 
and, consequently, I doubt if industry as a whole is fully exercising the ingenuity 
of which it is capable in reducing its costs. 


The Pertinent Situation of Our Industry and Our Company 


It is for this reason that I think it appropriate to use an air carrier as an 
example of effective cost control at the present time. Air carriers have experi- 
enced the same increases in prices of labor, materials and services as other 
industry. However, very little of this increase has been passed along to the 
consumer in our case. For the most part, air carriers have offset these steadily 
increasing costs by continuing to tighten their belts, devising more effective cost 
controls and continuing technical advances. I think it is particularly appropriate 
to select a carrier such as my own, Capital Airlines, from among this group. 

In addition to the cost vs. price problems faced by our industry as a whole, 
our company, being substantially a short-haul operator, has cost characteristics 
different from those of some of its competitors. A considerable portion of air- 
lines’ costs are fixed in character and are approximately the same per unit of 
service, regardless of the distance traveled by the passenger. Accordingly, 2 
carrier such as Capital faces the necessity of cutting these costs per passenger 
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below those of its competitors if it is to operate profitably on the same fare 
per passenger mile as that charged by competitors. Despite the fact that the 
inherent cost problem faced by a short-haul carrier such as ours, is more acute 
than in the case of many of its competitors, we have achieved considerable success 
in offsetting this disadvantage. For example in 1951, only one of the sixteen 
domestic trunk: line carriers had a lower cost per available ton mile produced than 
we did. 

Before explaining our cost control system, it might be well to briefly describe 
the size of our company in order to give a better idea of the organization to 
which we are applying our cost system. This year we will have gross sales of 
approximately $40,000,000. Our airplanes will fly 27,000,000 passenger miles— 
and carry 2,000,000 passengers approximately 625,000,000 passenger miles. 
We have 4,400 employees and we serve seventy cities in the eastern half of the 
United States through fifty-two airports. 

Our cost problem, as an airline, is a multiple one. First, we have the obvious 
overall goal of progressive cost reduction. Second, we must have a cost control 


program which will fit our expenses, so far as is possible, to seasonal variations 


in our volume of business. Third, we must always have ready an emergency 
plan for experise reduction which will be used in cases where an unusual and 
unexpected decline in traffic occurs. Fourth, we must have a program designed 
to arrest the almost imperceptible creeping increases in costs which are very 
difficult to detect because, on an individual basis, they may be relatively minor. 
The following paragraphs will describe the pattern or framework of our cost 
control program as it is designed to meet these several objectives. 


Control Functions of Board of Directors and Management Committee 


The board of directors reviews the company’s budgets and forecasts and our 
monthly financial statement, which incorporates thirty-three pages of financial, 
statistical and analytical data. It also passes on all capital expenditures involving 
amounts of $5,000 or more and new leases involving more than $6,000 per year 
(or $30,000 for the term) after they have received prior consideration and 
approval of the company’s management committee. This committee, which in- 
cludes the company’s elected officers and approximately twelve other key man- 
agement personnel, meets every other Monday or more often when necessary. 
It reviews the financial results for each month at the meeting immediately fol- 
lowing their distribution and reviews all budget and forecast reports as they are 
prepared. It likewise examines and passes on all capital expenditures, new leases, 
or other programs involving an increase in the company expense level. In this 
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connection, all such programs and proposals coming before the management 
committee must first be routed through the treasury cost department for investi- 
gation and analysis and whatever recommendations they may deem appropriate. 

The management committee is kept advised of current financial results between 
meetings, by means of a daily profit and loss statement which shows the results 
of each day’s operations, the results accumulated for the month to date and the 
results which are projected for the entire month. These figures are compared 
with the month-to-date figures for the preceding month and for the same month 
for the preceding year, and are issued approximately twenty-four hours following 
each day’s operations. This report also shows significant statistical data, so that 
all the members of the management committee have a fairly complete current 
picture of the financial progress of the company. The projections of expenses 
are revised as frequently as circumstances dictate through the month. For ex- 
ample, any program for increasing or reducing the expense level which may be 
adopted by the management is immediately reflected in this report so that the 
management committee members are currently aware of the financial effect of its 
actions. 

The operating reviews referred to are based in large part on the work of the 
company’s cost department, which prepares detailed cost analyses on a monthly, 
quarterly and annual basis for comparison with previous periods and with the 
budget and forecast. All increases over prior periods and all deviations from 
the budgeted level are thoroughly investigated and explained to the management 
on a regular basis through a variety of cost and budget variance reports. The 
cost reporting has its own roots in the operating setup. In order to obtain what 
we consider to be adequate cost control, each geographical and functional unit 
of our company is a cost center and bears a four digit code number. All payroll 
and other expenses incurred in performing the functions of the unit bear the 
code number and the expenses of each unit are, therefore, available for cost con- 
trol analysis. 


Personnel Control by Cost Center Underlies Cost Control 


Each cost center has an assigned complement of personnel. This complement 
is broken down into the various clerical or mechanical classifications needed to 
carry out the assigned functions, and the complements are based upon work 
load analyses and measurements developed by the responsible departments and 
the cost analysts. Since our business level varies to a considerable degree with the 
seasons, these complements of personnel are likewise related to the seasonal 
volume of activity and the department heads are responsible for keeping the 
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number of employees in each unit within the assigned complement levels in all 
seasons of the year. 

In addition to this, they must adhere to the classification of personnel called 
for in each complement, since it is not only important that we control the total 
number of people on the payroll, but that we likewise control the salary level 
which will be paid for particular types of jobs. Each month, the treasury de- 
partment prepares a basic payroll statement which lists the approved comple- 
ment of each functional unit and the number of personnel, together with salaries, 
that the unit actually has as of a fixed monthly date. A comparison is then made 
which shows any deviations from the approved complement and department 
heads and supervisors are obligated to investigate deviations. When these devi- 
ations are in excess of complement, they are obligated to correct the situation 
immediately. 

As an additional policing procedure, any increase in complement is required 
to be completely substantiated and approved before any change may be made. 


. Further, no replacement employees may be hired, even though within the ap- 


proved complement, without substantiation being made and approval obtained. 
The reason for this is that we frequently find a review of the need for a replace- 
ment employee will develop a situation in which the need is eliminated. This 
happens despite the most careful work load analysis in establishing the approved 
complement, and the repeated review which is required to substantiate replace- 
ment personnel gives the added assurance that the work methods used are con- 
stantly being re-examined for improvement and, accordingly, further economy. 


The Long-Term Forecast and the Short-Term Budget 


Capital Airlines also has a budget and forecasting system which combines 
short-range budgeting and long-range forecasting. It is our policy to maintain 
a forecast of profit and loss, cash and balance sheets in detail by months for a 
period at least two years ahead. For example, at the present time, our forecast 
is completed in detail through December of 1954. I am aware that forecasting 
so far into the future is a policy which many financial officers feel has little 
value. I have heard over and over again the argument that the tempo of modern 
business is such that you are lucky if you can forecast what is going to happen 
sixty days ahead and that anything beyond such a period is purely a shot in the 
dark. We do not accept the validity of that argument. On the contrary, we feel 
that long-range forecasting plays a very definite part in establishing an effective 
cost control program. 

There is one all-important reason for this viewpoint. That reason is simply 





1161 


that any action which management may take today which has the effect of in. 
creasing the cost of doing business, affects such cost for years to come. A long. 
range forecast, even with all the qualifications and assumptions with which it 
must be surrounded, provides a reasonable picture of what. should occur in a 
future period if conditions materialize as assumed. As such, it can be used as 
a yardstick against which to measure the probable future effects of proposals 
which may be currently before management for decision. Furthermore, if the 
forecast is adjusted frequently to reflect the result of management decisions al- 
ready taken, it can be used to detect trends in management philosophy which 
may be desirable or undesirable. 

For example, if management has been approving a number of individually 
small programs over a period of time, the effect of these programs is consoli- 
dated in the forecast and management is able to measure the extent to which 
it is deviating from the assumed policy on which the forecast is initially based. 
A more obvious and dramatic instance would be a case in which the long-term 
forecast indicated that it was likely the company was approaching a loss position, 
perhaps due to factors in the economy entirely beyond the control of manage. 
ment. While management cannot control the causes, it can very likely modify 
the effects of such a future situation if it has sufficient advance notice to make 
plans. We believe that long-term forecasting has paid off for us by reducing 
our exposure to the element of surprise as to internal and external developments, 
the probable effects of which might otherwise not even be considered, much 
less measured. The fact that it cannot completely eliminate the element of sur- 
prise is not a valid argument against forecasting. 

With respect to short-range budgeting, it is our policy each quarter year to 
convert the forecast for the immediately succeeding three months into a com- 
pany budget based upon more precise and more current data as to conditions 
and probable volume of production. This budget is issued to each department 
and, at the close of each month in the quarter, we distribute a budget variance 
report showing the degree of adherence by each department and explaining, 
wherever possible, the reasons for deviations either over or below budget level. 
In cases in which our investigations do not disclose a reason for the variance, 
the responsible department is obligated to investigate further and report the 
reason. 

I would like to make one further point about the construction of our budget. 
It is in two parts, one for variable and the other for fixed expenses. Before a 
budget variance report is issued, the variable elements of the budget are ad- 
justed from the projected levels to the actual levels of business or work load 
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which materialized. This is done on the basis of research conducted over a 
number of years into the variety of volume statistics and work load units to 
which variable elements of expenses are sensitive. 

Many people think of a budget in terms of providing an expense level which, 
if adhered to, will always result in a profit. This, of course, is the ideal but it 
is one which cannot always be achieved. For example, the seasonal variances 
in airlines traffic volume are still rather pronounced and, in some instances, are 
so severe that to budget a profit would necessitate impairing the basic frame- 
work of the organization. In such instances, where a profit cannot be achieved 
even with one-hundred per cent budget adherence, it is, nevertheless, of vital 
importance that the budget be carefully prepared and adhered to, so that the 
amount of loss incurred can be held to a predetermined level which will not 
impair the company’s ability to achieve the annual profit which it has set as its 


goal. 


- Cost Reporting: Four Points of Importance 


All of the parts of our overall cost system described to this point are designed 
primarily to give management the control before the fact rather than after the 
fact. They are closely allied to the first two phases of cost problem (out of the 
four enumerated in an opening paragraph) i.e. progressive cost reduction and 
fitting our expenses to seasonal variations in business volume. The remaining 
specific portions of the cost program bear to a greater degree on the last two 
phases of cost problems—keeping plans ready for unusual business declines and 
the elimination of creeping cost increases. Our cost analysis function addresses 
itself to these latter problems, as well as to the first two. 

We issue a substantial variety of cost reports on every conceivable aspect of 
our operation and these are directed to the responsible departmental manage- 
ment. In these reports, we not only show finer detail than can be shown on 
the budget as to what is happening or what has happened to various categories 
of costs, but we also direct a substantial part of our effort toward devising better 
methods or means of performing functions, to improve the efficiency and 
economy of the units about which the report is written. Many of the reports 
are on a recurring monthly basis. Others are issued quarterly and still others 
are issued at regular intervals, depending upon the need. 

The reports are widely distributed. For example, the foremen and assistant 
foremen of various maintenance shops are provided with cost reports of this 
type. We believe that wide distribution has educational values of inestimable 
benefit. It is this constant research by the cost section into the character of all 
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expenses and the broad distribution of the results of our research which assures 
us that all supervisors are conversant with their cost problems. It is this same 
research which is designed to set aside a store of plans which can be put into 
effect under emergency conditions. 

The preparation of cost reports is significant because it will directly influence 
the effectiveness of the cost control program and, as a matter of fact, good re 
port preparation is absolutely essential to an effective program. To this end, 
there are several principles or points which we invariably follow in the prep- 
aration. In the first place, simplicity of presentation is essential to good com- 
munications between the accountant and operating management. We believe 
that cost reports should be simple in form and organization to assure the utmost 
reader interest and the absolute minimum of time lost through confusion in 
hunting for specific references in the report. In this connection, the same gen- 
eral organization should be used in all of the cost reports, in order to permit 
the recipients to become familiar with the style. 

The second point concerns proper arrangement. As stated, we follow a prac- 
tice of always placing a brief summary of the report at the beginning and, if 
conclusions or recommendations are appropriate, they are incorporated at the 
close of this summary. All of our detailed analytical data and financial or statis- 
tical computations from which the summary is drawn, follow it. It is frequently 
helpful if the summary and the details can be cross-referenced in some fashion 
so that the reader can move from one to the other in either direction, with 
comparative ease and no wasted time. Many people hold the view that sum- 
maries or conclusions should follow the evidence which, in the case of a cost 
report, largely involves financial and statistical computations. We hold the view 
that it is undesirable to force the reader to even look at or thumb through the 
detail before he reaches the summary. We believe that this frequently has the 
effect of generalizing the reader’s thinking rather than focusing it on the prin- 
cipal issues. We also believe that it frequently creates a mental hazard in the 
mind of the reader, which reduces the effectiveness of the summary when he 
finally reaches it. At all events, we stress the importance of including an inter- 
pretive summary in every cost report. A detailed cost report which does not 
include a summary of the highlights or significant points is not a cost report at 
all in the true sense. Such a report transfers to the reader ninety per cent of 
the real job that the cost analyst is supposed to perform. That job is one of 
_ interpretation and the cost accountant should be primarily an interpreter of cost 
data. 

As a third matter, we believe that the summary should be clear and no longet 
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than absolutely necessary to get across a point. Figures or tables of figures 
should be used sparingly in the summary and only to the extent that they can 
illustrate a point better than it can be done in narrative form. While brevity is 
desirable in the summary, it should not be achieved at the expense of the com- 
plete story. A good summary should be so written that a busy executive need 
not, if he wishes, even consult the detail of the report. 

Fourth and last, we try very carefully to avoid the use of technical accounting 
language in the summary or in any other narrative portion of a cost report. The 
purpose of such reports is not to educate executives in accounting technique or 
language but rather to provide cost accounting information in the language with 
which the executive is familiar. In this connection, the use of graphs can be 
very effective, providing individual graphs are not too complex. When the 
story to be told by a cost report is a fairly simple one, it frequently can be told 
in one graph. Unfortunately, most cost problems are rather complex and a 
series of graphs will better illustrate the points than will one graph which at- 
tempts to present all phases of the problem on one page. 

It is thus apparent that a basic consideration in our policy is that the cost 
control system is not for the exclusive use of a few top management people. 
Rather, it is intended to be used to the utmost degree by all personnel who have 
supervisory responsibilities of some degree. This is the point of the wide dis- 
tribution of cost information, already set forth. We believe that effective cost 
control can be achieved to the fullest degree only when all of the supervisory 
personnel have a thorough understanding of the character of the company’s 
expenses, the relationship of each element of expense to the volume of oper- 
ations and sales, and an understanding of the cost problems. Otherwise the 
system will only be as effective as the pressure that can be applied by the few 
people at the top. However, top management cannot devote all its time to the 
cost of operations. There are innumerable other problems which take up time 
and, as a result, top management pressure for cost control is necessarily applied 
irregularly. Truly effective cost control requires such continuous attention that it 
must become almost a way of life. Unless the top management group has so edu- 
cated the supervisory group, this needed continuity of pressure and cost con- 
sciousness is lost. 


The Surgical Approach—and When It Is Used 


This brings me to the last major element in our cost control framework. Even 
the best cost reporting and budget system cannot, on a routine basis, always de- 
tect and appreciate the importance of extremely small unit cost increases. We 
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find that these are occurring continuously in individually insignificant amounts 
throughout our operating expense accounts. We have likewise found that, when 
taken as a whole over a period of time, they accumulate into a substantial leak 
in the safe-guards set up by the cost system. There are, undoubtedly, several 
ways to counteract this “creeping” characteristic. We have selected one which, 
in our case at least, has proved very effective. 

For want of a better name, I will refer to it as the “surgical approach.” What 
it means is this. At infrequent intervals, determined according to our needs, 
we make a complete review of every expense account, every department and 
every job in the company. The accomplishment of this program may sound like 
a tremendous added burden and it probably would be if it were not for the fact 
that our budget and cost system is constantly turning out detailed information 
which is needed for this approach. When such a review is scheduled, the cost 
and budget analysts immediately prepare detailed analyses of all the company’s 
expense, segregated as to whether the expense is variable or fixed. 

In the case of variable expense, these analyses indicate the conditions to 
which the expense is sensitive. These may be such items as aircraft miles flown, 
passengers carried, number of arrivals and departures at individual stations and 
many others. These analyses are accompanied, as a matter of course, by a com- 
plete personnel listing for each function and organizational unit, from the 
smallest up to company-wide departments. This information is turned over to 
the top management and the various department heads, and their assistants are 
called in to explain every item of cost for which they are responsible. They 
must come prepared to relate their personnel complements to present and pro 
jected work loads. They must be prepared to answer “‘yes” or “no,” with respect 
to every item of cost, to the following question: 

“Is this item absolutely essential to the safe and proper conduct of our com- 
pany?” 

If they cannot answer “yes” and support the affirmative answer, then the ex- 
pense, whether it be salaries, wages or others, is eliminated. This whole pro- 
gram has the effect of returning the company to a “bare bones position” at 
irregular intervals. According to our calculations, we have saved hundreds of 
thousands of dollars over the past four or five years in this way. It eliminates 
frills which have come to be regarded as necessary and it cuts off “creeping” 
costs at their roots. It also forces our management and supervisory personnel to 
exercise the utmost ingenuity in finding ways to do the same job for less money. 

This “surgical approach” is superimposed on the top of the other elements of 
the cost control program and does not replace them in any fashion, even during 
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the periods that it is active. The same approach is used when we are faced with 
unexpected traffic declines, such as result from time to time when a series of in- 
dustry accidents may cause a temporary loss of confidence on the part of trav- 
elers. In such cases, the use of this program is even more of an emergency and 
it is conducted much more rapidly. Because of the need for speed in cutting 
expenses under such conditions, temporary hardship and unjust cuts sometimes 
result. However, the overall goal of trimming costs for a temporary period is 
achieved. 


Illustrations of Savings Achieved 


My description of the elements making up the framework of our cost control 
system is now complete. Always, the big question is whether or not the system 
is doing the job. I firmly believe ours is and I would like to offer a few illus- 
trations of what has been accomplished. First I would like to describe a major 


- instance of savings. The airlines serve meals aboard some of their flights as a 


part of their service and, in most instances, these meals are ordered from inde- 
pendent catering organizations. The orders must be placed some time in advance 
of the trip departures. Often, due to uncertainty as to what the final passenger 
load will be, there develops a tendency to overorder meals as a safeguard against 
the embarrassment of having too few meals available for the passengers aboard. 
Several years ago we recognized that, while a certain amount of overordering 
was inevtable, there was a likelihood that the degree of overordering was or 
could become excessive. 

Accordingly, we established a new cost report which we had not previously 
published. We listed the catering points, of which there are eleven on our 
system, and showed the number of meals ordered by each monthly, in comparison 
with the number of passengers who actually were aboard the flights served out 
of each of these catering points. The report was immediately revealing and it 
showed that excess ordering varied from a low of five per cent at some catering 
points to a high of forty per cent in one extreme case. 

Investigations were conducted and comparisons made of the physical location 
of caterers at each point, as well as the communication arrangements between 
our local manager and the catering firm. We found procedures in effect at some 
of the locations having the best records, which could be applied to those which 
had the worst ones. Within three months, our excess meal factor for the system 
had been cut to about a third of what it was when we started. It continued to 
decline slowly until the excess factor reached a lower level than we had ex- 
pected to attain. We estimate that the cumulative savings from this action over 
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the past three years or so now exceeds $500,000. Much of the credit for this 
savings is due our cost analysis group but the responsible managers in the 
field are equally entitled to credit because, as soon as the information was pre- 
sented to them in a way that they could readily understand, they worked without 
exception to reduce the company’s cost. 

I use this specific illustration for two reasons. It is dramatic while, in most 
instances, our economies have not been so individually dramatic. Also, this is a 
case in which we had recognized for years that there was wastage and that some 
wastage was inevitable. We could have stopped at this point and gone along 
assuming that the wastage which we were experiencing was the amount which 
was inevitable. The problem of determining precise amounts of wastage by 
catering points was an extremely difficult one and required a considerable ex- 
penditure of time and effort to devise a means of spotlighting it. 

It would have been easier to forego this effort. However, it has been our 
fixed policy to overlook no source of economy, no matter how remote it may seem 
to us before conducting research. Had it not been for this policy in this case, 
we would not have saved the half million dollars to which reference has been 
made. The point I wish to emphasize is that some of the most dramatic savings 
may be found in the least likely areas of operation and a policy such as we have, 
of looking into every conceivable area, is necessary to assure the ultimate effec- 
tiveness of the cost control program. 

Not all individual savings can be as big. However, there are many other im- 
pressive examples. Among them are: 


I. 


In the past five years, we have cut in 
half the overhead rate per labor dollar 
in our maintenance department. 


. During the same period, we have cut, 


by almost twenty-five per cent, the man- 
hours required to perform an overhaul on 
our major type of engine. 


. Despite a fifty-eight per cent increase in 


the average hourly wage rate during this 
time and a very substantial increase in 
the price of repair parts, we have re- 
duced the cost per hour flown of oper- 
erating our major engine type by ap- 
proximately twenty per cent. 


ment, the inventory control unit, which 
handles the activity records and 

ing of all parts, we had twelve people 
handling seventeen thousand different 
kinds of repair parts in 1947. Today we 
have thirteen people handling thirty-four 
thousand different repair parts. 


. Since mid-1947, the number of people 


on our payroll has increased approxi- 
mately nineteen per cent. In the same 
period, however, our rate of production 
and sales has approximately doubled. 
On an overall production cost basis, our 
cost of producing an available ton mile 
of transportation in 1951 was seventeen 
per cent lower than in 1947. 





. In one small unit of our treasury depart- 


I could go on and mention any number of other instances which would show 
like results throughout our organization. However, I think that the few I have 
cited are sufficient evidence to prove that Capital’s cost control system has been 
effective. I would like to emphasize, once again, that its effectiveness stems from 
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the fact that a great many people, not just a few, in all branches of the organiza- 


tion, are using the tools which we in the treasury and accounting organization 


have designed and provided for them. 


A System Which Is Both Comprehensive and Effective 


I have described a system in use in a business in which a very high degree of 
cost consciousness is essential to success. Obviously, the companies and indus- 
tries which industrial accountants represent differ widely in character from one 
another and from air transportation. However, the general framework which 
I have described and the philosophy which underlies it, are applicable to any 
type of industry. The framework is so broad that it is virtually impossible for 
any action to be taken without the cost implications being considered at one or 


several points. 


To summarize the main points which I believe require emphasis: 


|, Barring a major war, industry will un- 
doubtedly face a highly competitive 
economy in the not too distant future 
and effective cost controls should be in 
operation in preparation for this period. 
2. The cost problem in any enterprise is a 
multiple one. It is not enough to provide 
a cost control system which covers less 
than the whole of the problem. A good 
cost program must cover all phases of 
the cost problern in order to be effective. 


3. The foremost common cost problems fac- 
ing any industry are long-range and con- 
tinuing progress toward overall cost re- 
duction, controlling costs and fitting them 
to seasonal variations in business levels, 

being prepared to meet emergencies and 

unexpected declines in business volume 





through cost control, and devising a 
means of control for “creeping” cost in- 
creases. 


. In our company we have secured rather 


effective coverage of all these cost prob- 
lems and goals by preparation and polic- 
ing of the cost program by the top 
management, pre-control of the cost 
levels through budgets and forecasts, 
post-control of cost levels through cost 
reports analysis, and research, stimula- 
tion of mass interest and participation by 
the entire supervisory staff through wide 
and frequent distribution of all types of 
cost information, and control of the 
“creeping” costs by the use at intervals 
of the method known as the “surgical 
approach.” 














Cost Control Facts for the Foreman 


B. R. POWELL ot F. J. MANCHESKI 


Chief Cost Accountant Methods Engineer 


Canton Bearing Factory, Timken Roller Bearing Co., Canton, Ohio 


Compact reports feature the system here outlined, which is in use in 
the author's plant for giving the foremen leverage to appraise their 
own performance and hence control their own costs. The reports are 
based in part upon cost control standards adapted from standards for 
product costing and in part upon situation analysis, in such matters 
as productivity and spoilage. 


a UP A PROGRAM to control manufacturing costs in a large company is 

an education in itself. In the years prior to World War II, several attempts 
were made to develop a cost control program at The Timken Roller Bearing 
Company. These attempts met with varying degrees of success. With the advent 
of a defense economy and the emphasis on production, the program was com- 
pletely abandoned. However, with the return to peacetime, a workable cost 
program became a business necessity. Operating management passed the problem 
to the treasury division to supply all levels of operating management with more 
realistic cost information. From this, a coordinated cost control program on a 
long-range basis for more than one hundred departments employing over ninety- 
three hundred hourly-rated employees, was instituted in the Canton and Co- 
lumbus, Ohio, bearing factories. 


Responsibility of the Cost Department—and Shop Liaison 


The first step in developing the program was to hold a meeting, attended by 
top operating management and members of the treasury division staff. The 
purpose of this meeting was to outline the basic methods to be used and to set 
up an organization to administer the program. It was decided that operating 
management could not be expected to have a real cost consciousness unless it 
could be supplied with adequate and realistic cost information. The lack of cost 
awareness at the department management level was to be attacked first by pro- 
viding foremen with guides in the form of cost standards for controllable expense 
items. 

The cost accounting department, working in conjunction with the plant super- 
intendent and a member of his staff, was given the responsibility of developing 
cost control standards for direct labor, indirect labor, supplies, electricity, tools 
and gauges, and maintenance. As the program developed, additional control 
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reports were devised. These reports were chiefly in physical terms and dealt with 
the control of maintenance, operator performance and rejects. The systems, 
tabulating, general accounting and payroll departments of the treasury division 
along with members of operating management were to provide specialized aid. 
It was from these groups that much of the necessary information was obtained. 

An engineer who had just completed an intensive one-and-a-half year super- 
visory training program which took him into all manufacturing departments, was 
appointed to act as liaison between operating management and the cost account- 
ing department. He was to make an impartial and objective analysis of every 
phase of operations, in order to improve the control of costs. The activities of 
this engineer were supervised by the general superintendent of the plant. The 
cost accounting department always observed this line of communications in deal- 
ing with operating management. 


How the Standards Were Set and Introduced to the Foremen 


The task of developing cost control standards was more readily accomplished 
because adequate cost information was already available. A standard cost system 
had been used by the company for many years in valuing product inventories. 
This data provided the basis for creating cost control standards. A member of 
the cost accounting staff, the liaison man, and each general foreman reviewed 
the standards proposed by the cost department. In this way, factors not taken 
into account in the engineering and statistical studies of actual past costs were 
revealed and agreement obtained on the final cost control standards. While the 
standards were based on past performance, to ask that the status quo of operating 
costs be maintained denied the very purpose of a cost control program. There- 
fore, the standards were adjusted, with the foreman’s approval, to give him an 
attainable cost goal which, if met, indicated a positive cost reduction. 

The cost program was formally introduced to the general foremen at a meet- 
ing conducted by the general superintendent of the plant. They were presented 
with a letter outlining the program, a detailed written explanation of the expense 
reports, and bound copies of monthly expense reports covering a two-month 
period. The chief cost accountant gave an oral explanation of the reports and 
opened the meeting for questions from the foremen. It was pointed out to the 
foremen that cost variances do not necessarily indicate good or bad departmental 
management. Some variances result from operating and executive management 
decisions which are designed to coordinate all activities and policies. 

The foremen were amazed at the costs involved in operating their departments 
and almost immediately began plans for reducing them. Of course, not all reac- 
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tions were the same. Some foremen tended to be indifferent and others were 
overzealous, but, in time, all have become aware that the cost reports can help 
them do a better job more easily and that patience and understanding must be 
exercised in attempting cost reductions. 


Cost Control! Reporting and Analysis 


The standards developed and their comparisons with actual costs are illustrated 
in Exhibit 1 which shows a typical monthly controllable expense report for a 
machine group and in Exhibit 2 which depicts a monthly expense summary for 
several machine groups in a department. Only departments manufacturing prod- 
uct receive cost control standards. Service departments, such as toolrooms, main- 
tenance groups, etc., are given only actual costs. 

The reports are sent to the foreman about twenty-five days after the end of 


the month being reported. While this is a considerable time lag, it is felt that 


conditions within a department do not change so rapidly that an item of expense 
will exceed reasonable limits of control because of this delay. Under conditions 
existing at the time, the additional load which would have been placed on the 
tabulating department at the end of the month made it uneconomical to improve 
the time factor. Improvements, such as reporting expenses only to the nearest 
dollar, have been negated by the demand for additional cost data. 

In addition to the cost reports, a system has been established through which 
the engineer can provide the foreman with any of the time cards, stores requisi- 
tions and purchase invoice data charged to his department so he can make a 
detailed analysis of items of concern to him. In determining the causes for vari- 
ances, much factual information concerning the organization, procedures and 
operating methods was gathered and analyzed. This information enabled operat- 
ing management to better organize and integrate the various new phases of the 
cost program by pointing out the relative need and importance of each phase. 

Costs measured on the basis of productive machine hours, as in our case, 
assume that wages paid to direct labor are relatively constant. However, most 
of the manufacturing departments have wage incentives to encourage high levels 
of production. Thus, as productivity per machine hour increases, direct labor 
costs per machine hour increase and result in unfavorable variances for these 
departments. Since higher productivity is always to be encouraged, departmental 
management was given credit through an account termed “production variance.” 
This credit (or penalty if productivity has decreased) is calculated by determining 
the difference between the standard operator rate per hour and the actual operator 
tate per hour. This difference is multiplied by the standard operator hours. 
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CONTROLLABLE EXPENSE SUMMARY 
October 1952 DEPARTMENT 5-77 
THIS MONTH 





YEAR TO 
VARIANCE VARIANCE 


TOTALS OF Standard Actual jo over {Actual over 

CONTROLLABLE EXPENSE Expense Expense -in ()) Std. in oy 
Total Direct Labor $129,063 $137,111  $(8,048)  $(50,051) 
Production Variance 9,685 61,088 
Total Indirect Labor 17,331 17,704 (373) 2,413 
Total Supplies 13,842 16,642 (2,800) (3,549) 
Total Electricity — Used 642 590 52 (80) 
Total Tools & Gauges 12,495 15,441 (2,946) (16,429) 
Total Maintenance 28,159 25,118 3,041 22,371 


TOTAL CONTROLLABLE EXPENSE $201,532 $212,606  $(1,389) $ 15,763 











EXHIBIT 2 


Although all of the controllable costs are considered to be directly variable 
with productive machine hours, it is understood that production volume influ- 
ences these costs in still other ways than the labor rate just mentioned. For 
example, the number of machine setups generally increase as business volume 
decreases. During periods of reduced operations, trained personnel are retained 
even though they are not fully utilized. Some service groups cannot be reduced 
because of the small number of men involved. Departmental and operating man- 
agement recognize these facts but they are reminded that, of business necessity, 
these and other costs must be minimized to reduce the breakeven point of opera- 
tions. 

Price variances for operating supplies are taken into account by periodically 
consulting the purchasing department's price index. If an increase or decrease in 
the purchase price of an item has been noted, the standards are adjusted im- 
mediately if it is of major importance, or at the beginning of the next year if it 
is of minor importance. 

At first service department rates were allowed to fluctuate from month to 
month but, since this introduced a strictly uncontrollable variable in the costs, 
these rates were standardized. This has worked out quite satisfactorily and also 
enables the service departments to have a rule-of-thumb measure of their own 


costs from month to month. Also, at the bottom of the expense report, aft 


shown the source and the number of hours charged for the services of tools, 
gauges and machine maintenance. This enables the foremen to see what depatt- 
ments charged them with costs and whether the cost for any service has increased 
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or decreased. This is most helpful to the foremen since, after analyzing these 
figures, they will know where to concentrate their efforts to reduce costs and 
will be able to see the results of their efforts. 

Expenses such as depreciation, taxes, building expense, and other overhead 
costs are not included on the reports since departmental management has little 
control of these items. However, there is a trend to include more types of 
expense on the reports in order to enlist the foremen’s aid in reducing them 
and simultaneously broaden the foremen’s knowledge of departmental costs. 


Controlling Tool and Gauge Costs 


A special phase of the cost control program was to improve all of the factors 
concerning the ordering, scheduling, production and maintenance of all tools and 
gauges. The first step was to inventory all the tools and gauges and perpetuate 
this inventory data. Over half a million tools and gauges, located in seven tool 
cribs, have been inventoried. The establishment of these inventory records re- 
quired over two years to complete. The tool inspection department is in charge 
of the inventory and orders all tool and gauge repairs, replacements and additions 
for each department. Since there is a joint responsibility between the operating 
foremen and the tool inspection department for the care and use of tools and 
gauges, the tool inspection department is given a report showing the monthly 
cost variances for these items for each machine group. Thus, the department 
staff can better coordinate its efforts to control tool and gauge costs. The foremen 
of the operating departments are given reports showing what tools and gauges 
were scrapped, broken, worn out, or added to the inventory and the reason for 
such action. 

As a companion move the production department has begun screening orders 
for tools and gauges to prevent a buildup in the inventory not consistent with 
production schedules. This reduces the chances of capital being prematurely or 
needlessly tied up in an inventory of tools and gauges. The production depart- 
ment also establishes the priority that tool and gauge orders are to receive, thus 
eliminating to a large extent unnecessary burdens on toolroom facilities and 
manpower. 

In addition to being routed through the production department, tool and 
gauge orders are processed through the tool engineering department. These 
orders are coordinated with any future engineering plans for design changes 
affecting tools and gauges. This virtually eliminates costly duplication of orders. 
Through all of these efforts, the tool inventory has been reduced and production 
scheduling materially improved. 
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MACHINE MAINTENANCE REPORT 
FOR DECEMBER, 1952 
MACHINE SOURCE OF CURRENT MONTH YEAR TO 
GROUP NO. MACHINE NO. CHARGES * Hours Money DATE CosT 
5772 14032 5918 12.4 $ 39.15 
5681 2.1 14.60 
5163 18.0 72.16 
Stores 118.00 
Total 32.5 143.91 $218.20 
5772 14138 5163 6 2.48 
Total 6 2.48 $ 56.18 
5772 16858 5163 8.4 32.60 
5685 23.0 115.00 
Stores 8.18 
Total 31.4 155.78 $478.78 
* Service departments providing charges. 











EXHIBIT 3 


Machine Analysis for Maintenance Control 


In an effort to direct maintenance services more effectively, another phase of 
the cost control program was instituted. The initial step in this phase consisted 
of improving the system used for requesting maintenance services and obtaining 
accurate job time data. Since maintenance services can be obtained from as many 
as a dozen different sources, no one had any idea of what the cost of maintenance 
was for any one machine. In order to overcome this, a file showing pertinent 
data on each major piece of equipment was established in the master mechanic 
department. This file contains over three thousand items and all maintenance 
charges in excess of $5 are posted to the file card for the equipment involved. 
This information is obtained from the maintenance men’s time cards which are 
analyzed weekly by the master mechanic’s staff. 

In addition to this, a monthly report showing the cost to maintain each 
machine (Exhibit 3) is sent to each general foreman and the master mechanic's 
department, for analysis. The foremen have taken considerable interest in this 
report and it has enabled them to appraise maintenance activities in a new way. 
In a relatively short period, it has paved the way for numerous cost reductions. 
It has made it possible to make a positive selection of machinery which should 
be overhauled or replaced. Abusive use, over-maintenance and poor maintenance 
practices have aiso been pointed out. Through additional analysis of the main- 
tenance system, standards for job performance and scheduling improvements are 


expected. 
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Operator Productivity and Rejects 


To aid the foremen in improving operator productivity, a report (Exhibit 4) 
showing the efficiency of each incentive worker, is provided on a weekly basis. 
These performance figures are obtained from the incentive rates developed 
for payroll purposes by the industrial engineering department. The operator 
performance for the previous eleven-week period is also shown on this report 





OPERATOR PERFORMANCE REPORT 
December 9, 1952 


CURRENT ELEVEN PREVIOUS 
WEEK WEEKS 
MACHINE Hours on 
CLOCK NO. GROUP NO. SHIFT Incentive %* %o % %o 

77001 5772 1 35 120 108 122 115 
77032 5772 ! 40 116 120 98 109 
77053 5772 ! 38 125 130 128 130 
77057 5772 2 40 110 106 109 112 
Group Average 120 


*Per cent of efficiency in relation to base incentive rates as established by the 
industrial engineering department. 











EXHIBIT 4 


in order to simplify trend analysis. These reports have many uses. Some of the 
more important uses are: 


. To spot individuals who have chronically 2. To point out sources of trouble emanat- 
poor performance, thus enabling the fore- ing from improper product design or 
men to concentrate their attention on manufacture. 
these individuals. 


To counteract any improvements in productivity which have been brought 
about at the expense of product quality, a similar report for rejects attributable 
to the operator was developed. This is also a weekly report (Exhibit 5), showing 
the percentage of rejects made by each operator, and is given to the foremen. 
This, in conjunction with the quality control program, permits a much closer 
control of product rejects. Control limits for operators in the various machine 
groups have been established and operators who are outside the limits are con- 
tacted by the foremen and are more frequently checked by the quality control 
checkers. 
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Making Foremen Managers 


Operating management has tried to encourage the foremen to assume more 
autonomous responsibility in managing their departments. The foremen realize 
this and are aware that the cost information made available to them is to be used 
for their benefit. They know, too, that management is following their progress 
with real interest. In using this information, the foremen invariably are con- 
fronted with a situation involving both economic and human relationships, For 
example, a foreman may hesitate to reduce his force, demote a man or change 





REJECT REPORT 
December 9, 1952 
CURRENT NINE PREVIOUS TEN 
WEEK WEEKS 


MACHINE Pieces AVERAGE 
CLOCK NO.GROUP. NO. SHIFT Rejected %* % % % 
77001 5772 I 85 2.1 1.8 1.5 1.7 
77032 5772 1 230 6.0 4.3 3.2 45 
77053 5772 I 110 1.7 8 1.9 1.2 
77057 5772 2 180 3.5 2.3 4.6 3.1 
Group Average 2.5 2.2 


* Per cent of rejected product in relation to total production by man. 











EXHIBIT 5 


the man’s job, because of personal friendship or ties, age, disability or the 
general economic situation. It would be unrealistic to assume that human rela- 
tions factors do not enter into decisions like these. However, the cost reports 
furnished the foremen enable them to make these decisions on a sound basis, 
taking into consideration both economics and human relationships. 
Throughout the entire cost control program, and especially at the beginning, 
patience is required. It takes time to establish real understanding and coopeta- 
tion. Analysis of variances, educating the foremen and gaining their confidence, 
etc., cannot be rushed. Questions from the foremen should be encouraged but 
the answers should always be given in such a way that the foremen can make 
their own analysis the next time. This has a three-fold effect on these men: 
1. it tends to erase the natural — of 3. They will be able to correct the details 
anything they cannot understand. themselves, thus making it unnecessary 
2. lt will make them better managers if for operating management to constantly 


they are able to understand the effects contact them. 
of any decisions before they make them. 
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Department heads are particularly interested in being able to present to man- 
agement a report which accurately reflects the cost status of the department. In 
helping the foremen satisfy this desire, the cost analyst is in a position to point 
out sources of cost savings which the foremen may overlook. This service by the 
cost analyst will be rewarded by cooperation from the foremen in future relation- 
ships. The analyst's job is to effectively coordinate the program and honestly 
present the facts to each management group. He is to act as a catalyst in develop- 
ing the full potential of the program. 


Progress in Cost Control 


We have no allusions about our system. We are constantly seeking to improve 
it. For example, since expense allowances based on productive machine hours 
are not the ultimate in cost measurement, standards based on product output are 
being devised. Comparing the standard machine hours allowed for the month's 
production against the actual machine hours will improve the program in this 
respect. 

It is impossible as yet to set forth the dollars and cents savings realized to date 
through this cost control program. Savings of both a tangible and intangible 
nature have accrued to a degree substantially in excess of the cost of developing 
and administrating the program. It has vitalized the foremen’s role in manage- 
ment by giving him an insight into the cost structure of his department. Plant 
procedures have been established, clarified and simplified. Production scheduling 
has improved, with decisions based on facts rather than assumptions. The cost 
control program has stimulated cooperation between the various divisions of the 
company. The best evidence of the program’s success has been its wholehearted 
acceptance by all levels of operating management. 
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WILL DIRECT COSTING CARRY 
A TAX BENEFIT? 


SERIOUS AND LOGICAL thinking will, I 
am sure, result in an opinion that direct 
costing can be a very useful tool but defi- 
nitely is not an answer to all ills. One 
facet which appears to have particular 
merit, relates to taxes. 

When “lifo” was authorized, it was re- 
quired that beginning inventories be ad- 
justed to cost and such adjustment put in 
the prior year. However, the adjustment 
was either zero, if cost basis was used, or 
additional income in the prior year if lower 
of cost or market was used. Thus there 
could be no loss of tax revenues except as 
the “lifo” basis caused it in the years be- 
ginning with its adoption and it was the 
express intention of the law to permit that. 

From the government viewpoint, there 
would be a more serious problem in han- 
dling the year of change to direct cost- 
ing. If approved in a manner similar to 
the “lifo” basis, there could be a serious 
loss of tax revenue if a large segment of in- 
dustry should change in the year such a 
statute were passed by Congress. However, 
two ways that the change-over could be ac- 
complished without serious loss of tax reve- 
nues are stated below: 


1. The adjustment could be allowed as a 
deduction over a period of years in a 
manner similar to that used in deter- 
mination of deductions for past service 
annuity payments. 

2. Provide allowance for deduction of the 
amount of the adjustment to the extent 
that the write-off did not reduce taxable 
income below that of the year prior to 
adopting the basis. 


The result of such allowance would be 
to defer payment of income taxes until the 
finished product was soid. Under the ab- 
sorption cost concept, the deduction of 
overhead costs included in inventory value 
is deferred until the year of sale and, in 
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effect, such overhead costs are continuously 
capitalized in inventory. If the direct cost 
concept is accepted as a proper inventory 
valuation basis, there would also be annual 
savings in property taxes due to lower 
valuation. In addition there are possible 
savings in state franchise taxes resulting 
from lower earnings retained. 

At first glance as in the case of the “lifo” 
basis, “direct costing” may appear to be too 
revolutionary. However, it is suggested 
that your closer consideration will reveal 
the underlying merits which may lead to its 
eventual acceptance. 


C. M. BENSON, Kalamazoo 


MORE USEFUL STANDARDS UNDER 
DIRECT COSTING 


A COMMON AREA of misunderstanding 
with respect to direct costing is its rela 
tionship to standard costs. Many account. 
ants believe erroneously that direct costing 
is a substitute for standards. 

Actually direct costing simplifies stand- 
ards by facilitating their development, re 
ducing the need for interim changes, and 
making possible a clearer understanding of 
variances. Under direct costing, a fixed 
overhead absorption factor for inclusion in 
standard unit costs does not have to bk 
estimated since fixed overhead costs are 
treated as period charges. It then follows 
that realistic and attainable standards, 
which will not be influenced by unforsee- 
able variations in production, can be al- 
culated. 

This is so because variable expenses 
are easily reduced to a percentage of di 
rect labor dollars on the basis of incurred 
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costs after adjustment for known changes. 
Application of this percentage to unit stand- 
ard direct labor results in the direct ex- 
pense dollars to be included as a part of 
the standard unit cost development. On 
the basis of actual production, inventory is 
charged at standard, with offset credits to 
standard direct material, direct labor and 
direct expense. A comparison of actual di- 
rect expense with its related standard cost 
credits shows up variances which can be 
easily understood as they pertain only to 
costs which vary with production. 

Unusual production peaks or valleys do 
not affect variances from standards when 
direct costing is used and the need to re- 
vise standards to reflect an adjustment of 
the original estimated fixed expense ab- 
sorption factor does not arise. 

The incurrence of fixed factory expenses 
is beyond the control of factory personnel 
and, therefore, should not be allowed to 
contribute to factory variances. These ex- 
penses, since they are period costs, lend 
themselves to easy budgetary control, and 
can be accurately forecast. 


RUSSELL B. KELLEY, Boston 


BUT IS DIRECT COSTING 
MORE INFORMATIVE? 


THE FREQUENCY OF articles advocating 
direct costing may well be attributed to 
deficiencies in present operating statement 
presentations. Clarifications of statement 
presentation is claimed by direct cost ad- 
vocates, principally through elimination of 
fixed factory overhead variance. 

Direct costing avoids the possible am- 
biguity of a fixed burden variance account 
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by simply eliminating it. Outwardly, there- 
fore, a direct cost operating statement ap- 
pears much simpler. If accepted at face 
value, it may require fewer explanations 
to management by the cost accountant. At 
the same time, however, the elimination 
of fixed factory overhead as an element of 
inventory valuation introduces into the 
cost accounting system a principle which 
I believe to be basically unsound. 

Direct cost advocates have attempted to 
justify the exclusion of fixed factory over- 
head as an element of inventory valuation. 
It has been contended that fixed costs, par- 
ticularly those incurred during low-pro- 
ducing periods, add no value to the in- 
ventory. The amount of an_ inventory 
stated at cost, however, does not purport 
to be its realizable value. It is intended 
to be the cost to produce, including fixed 
factory costs. 

Seasonal production variance is not the 
result of accounting estimates and is in- 
herent in varying degrees in most busi- 
nesses, Since such a variance should ab- 
sorb itself at the end of a seasonal cycle, 
there would appear to be no real problem. 
Such a variance account should be retained 
as a separate item on interim operating 
statements and should be descriptively 
titled such as “costs incurred in anticipa- 
tion of future production,” “provision for 
costs to be incurred during slack season,” 
“excess costs due to plant shut down,” etc. 

Variance accounts so labeled on the 
operating statement become informative 
rather than confusing since they emphasize 
departures from normals or averages. It is 


these departures from the average which 
require the attention and consideration of 
management. Operating statements should 
be designed to isolate rather than to de- 
emphasize them. 

CLIFFORD E. GRAESE, Twin Cities 
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The Fixed-Flexible Budget—A Study in Integration 
by GLENN A. WELSCH 


Associate Professor of Accounting, The University of Texas, Austin, Texas 


A clearcut budget story, procedural but with overtones bespeaking good 
grounding in the principles of internal accounting and management, 
is told in this article. The thoroughgoing budget application described 
is featured by the utilization of fixed forecast-type budgeting and 
flexible budgeting in a manner in which each complements the other. 


M°* HAS BEEN WRITTEN about both flexible budgets and the fixed forecast- 

type budget. However, there is a surprisingly small amount of published 
material on the integration of these two types of budgets in a comprehensive 
budgetary program. In a survey of well-established firms which employ budget- 
afy procedures, one prominent manufacturer of specialized equipment, Reed 
Roller Bit Company of Houston, Texas,* was found to have an unusually com- 
plete and comprehensive budgetary control program in which flexible budgets 
and the fixed forecast-type budget are completely integrated. It is the purpose 
of this article to outline this integration, with special emphasis on the techniques 
and methodologies used, and to show how each part of the budgetary program 
aids management in performing the planning, coordination and control func- 
tions; the three basic functions of scientific management. 


The Plan: 1. Basis in the Organization and Accounts 


The company has been successfully using budgetary control since 1933. Hence, 
there has been developed through the years very effective financial and operat- 
ing budgetary procedures. Throughout this developmental period, budgetary 
policies have been developed which give careful consideration to the essentials 
for successful budgeting. The application of these essentials may be briefly out- 
lined as follows: 


1. Wholebearted support and participation by top management. Managerial policy 
in this respect is clearly laid down in the company budget manual as follows: “The 
management of the company is definitely committed to budgetary control as an instr- 
ment of financial and operating control of the company’s business. Each and every 
executive in the company responsible for creating income or incurring expenses, of 
both, definitely has a place in the preparation and use of the budget—In the final 
analysis, responsibility for making the budgetary program successful lies with the 
entire personnel, and particularly with all department heads and supervisors. In the 


* The paper is based on a study of the Reed Roller Bit Company, Houston, Texas, made 
by the author in close collaboration with E. F. Snow, Controller, and Edgar Harrell, 
Budget Director. 
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absence of inquities indicating the contrary, it will be assumed by the management 
that each key man in the organization understands his responsibilities under the budget 
and that each is prepared to carry out his part to the best of his ability.” 


2. Organization for budgeting. Lines of authority and responsibility have been care- 
fully delineated, prescribed, and transmitted to all concerned by means of formal organ- 
ization charts, supplemented. by a detailed organization manual. The budget is prepared 
in terms of this delegation of organizational responsibility. Included in the formal 
organization is a standing budget committee composed of the president, vice-presidents, 
and budget director. This committee performs an advisory function relative to all basic 
budgetary problems. A related aspect is the organizational position accorded the budget 
director. If the budgetary program is to be properly regarded throughout the firm, the 
budget director must be relatively high in the organizational hierarchy. 


3. Chart of accounts. To have a successful budgetary program it is essential that 
there be very close cooperation between the accountants and budgeters. This coopera- 
tion extends to all phases of the cost accounting and budgeting functions. It is essen- 
tial that the chart of accounts used be consistent with the requirements of the budget 
program, especially with respect to lines of responsibility and classification of incomes 
and expenses. 


4. The budget manual. In line with the policy of definite and formal delegation of 

authority and responsibility, budget policies and procedures are formally expressed in 

a detailed budget manual. In addition to policies and procedures the manual includes 

a budget calendar, instructions for distribution of the budget, and the specific duties 

of each executive relative to budget preparation and operation. It may be noted that 

the budget director does not “prepare” the budget. Rather, he supervises its prepara- 

tion, each responsible executive having a definitely assigned part in actual budget 
preparation. 

Based upon these primary essentials a continuous effort has been made to 

secure a budget foundation that has all the necessary characteristics for efficiency 


and maximum usefulness to management. 


The Plan: 2. Formulation in Reports 


The budget department issues the following reports and statistics during the 
annual fiscal period: 


|. The annual master fixed forecast-type 4. Monthly achievement reports (presented 





budget. later as Exhibit i). 
2. The flexible expense budget. 5. Budget expense allowances based on 
3, Budget variations on the monthly finan- heduled vol 

cial and operating report. 6. Monthly sales performance reports. 


These reports may be briefly commented on at once. The master forecast 
budget, prepared prior to the beginning of the budget year, is based upon the 
sales forecast for the coming year, corresponding expense allowances being de- 
termined by the application of flexible budget allowances to the forecast volume. 

Each month the accounting department prepares the usual monthly financial 
statements, on which are included, in addition to the “actual” column, columns 
for budget allowances and variations. The data for the latter two columns are 
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provided by the budget department. This monthly statement is referred to as the 
“monthly financial and operating report” and includes a balance sheet, profit and 
loss statement, and supporting schedules, each indicating budget variations in 
summary, by types of revenue or expense by division, The summary expense 
variations are further broken down by detailed account classification on separate 
departmental or cost center reports referred to as monthly achievement reports, 
These reports show actual expenses and budget variations in detail for the cur. 
rent month and year to date. 

Budget variations indicated on the monthly financial and operating report 
and the monthly achievement reports are of two types: 


|. Fixed budget variations—The variations 2. Adjusted budget variations—All 


relative to sales and most of the balance cost, distribution, administrative, and 
sheet variations represent the algebraic manufacturin expense variations —_ 
difference between actual and budget sent the algebraic difference 

allowances from the fixed forecast budget. tual and flexible budget allowances, od. 


justed to the actual volume attained, 


In certain departments, monthly production is scheduled in advance in sufi- 
cient detail to make possible the accurate forecasting of departmental expenses 
prior to the beginning of the month. In such cases, the budget department ob- 
tains from the manufacturing department head concerned the scheduled volume 
in terms of the fiexible budget base, usually direct labor hours. By application 
of the appropriate flexible budget allowances to this scheduled volume, a budget 
allowance forecast is prepared for the department. This forecast indicates ex- 
pense allowances by account for the department and is used as a guide for con- 
trolling expenditures during the month. 

Monthly sales performance reports are prepared by the budget department by 
product by sales division, indicating for the current month and year to date, 
actual sales, forecast sales, and the resulting variations. It is obvious that this re- 
port is directly related to the monthly financial and operating report with respect 
to sales. 

From this brief outline of the company budgetary program, the integration 
of the fixed forecast-type budget and flexible expense budget is indicated. The 
company utilizes the fixed forecast-type budget to plan, coordinate and guide 
future operations and the flexible expense budget to provide dynamic cost con- 
trol and to aid in preparation of the forecast budget. 


The Procedure: 1. Flexible Budgeting 


Although budgetary work is a continuous process throughout the year, actual 
preparation of the master forecast budget is begun in October. Two basic esti 
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mates preliminary to actual forecast budget preparation are the sales forecast 
and the flexible budget. 

The flexible budget consists of a series of formulas, one series for each de- 
partment. Each series has a formula for each account in the department or cost 
center. The formula for each account indicates a fixed amount and/or a variable 
rate. The fixed allowance is a monthly dollar amount independent of activity. 
The variable portion of the formula is a variable rate carried to three decimal 
places, being related to a “base” expressive of volume. Generally speaking, the 
productive departments use departmental direct labor hours as a base, nonpro- 
ductive factory departments use total direct labor hours, and selling and admin- 
istrative departments use net sales dollars. 

Applying the formulas to the volume for the department will give the budget 
allowance for each account in that department. For example, if the formula for 
supplies used in Department 5 showed fixed $31 (per month), variable $.754 
(per hundred), and that direct labor hours (base) were 100,000, the allowance 
for this volume would be [$31 + ($.754 x 1,000) } or $785. 

The determination of the flexible budget formula for each account in each 
department is a very important aspect of the whole flexible budgetary procedure. 
This analytical part of budget preparation can be (and usually is) accomplished 
before the forecast of sales is known. Relative to such analysis the budget 
manual states: 

“Flexible budget preparation makes it necessary to analyze the way in which expense 
varies with sales volume. Thus, it is found that some expenses remain fixed and show 
very little variation with volume. Some other expenses vary directly with sales. Still 


other expenses are partly fixed and partly variable. These are called mixed expenses 
or semi-variable expenses. 


“The way in which expenses vary with income is one of the central problems of man- 
agement and the flexible budget is a means of setting down in black and white what 
we have found out about such variations from past experience. 


“Preparation of a flexible budget resolves itself, then, into finding out how much 
should be considered as the fixed portion for each expense account and how much 
variable expense should be allowed in addition thereto. This is accomplished by con- 
sidering: 

(1) What has been the case; 
(2) What should have been the case; and then 
(3) What should be the case for the coming year.” 


In determining “what has been the case” for each account two linear “‘method 
of least squares” computations are made, one covering the last eight months and 
the other covering the last twenty months. In some cases current trends and 
conditions are better represented by the former. In this analysis of historical 
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cost-volume relationships, the equation for a straight line, Y= a + bX, is 
adapted where: 


Y = Cost (dependent variable) 

X = Volume (independent variable) 
a = Fixed cost 

b = Variable cost 


A statistical worksheet is set up for each department to facilitate computation 
of the values necessary for the computation of the “a” and “b” values for each 
account. The analysis indicates the fixed and variable components of each his. 
torical cost analyzed. It may be observed that, in some cases, the mathematical 
analysis may result in a negative “a” or “b” value. In such cases, the analysis is 
considered to be not representative, a cost estimation being used instead. 

In determining “what should have been the case,” the company makes ad- 
justments to the estimates explained above or to the historical data prior to such 
analysis, for exceptional conditions and abnormalities which may have distorted 
the true normal picture of behavior. 

As a result of these procedures, determination of “what should be the cas 
for the coming year” is possible. In this last step, corrections for expected 
future conditions are made. Judgment is then exercised as to how this should 
be interpreted in setting the fixed and/or variable allowances. This third step 
then includes bringing to bear on the analysis all the information in possession 
of the organization as to future conditions and expectations, such as labor con- 
ditions and rates, prices of supplies, customer industry conditions, general eco- 
nomic conditions, etc. 

The company fully recognizes that the operating supervisors will more fully 
support budget allowances which they were instrumental in setting than allow. 
ances “forced” on them. Therefore, the departmental heads have a very active 
part in final determination of flexible budget allowances. After the tentative 
allowances are set as explained above, each department head is provided the 
following information: 


1. The estimated monthly fixed allowance 3. The tentative forecast budget allowances 


for each account in the department. by account. 
2. The estimated variable rate for each ac- 4. The average monthly expenditure by ac 
count in the department. count during the past twelve months. 


After due consideration the department head concerned and the budget direc: 
tor discuss any proposed changes. Recommended revisions may be in the fixed 
allowance, the variable rate, or both. Such approved changes are incorporated in 
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the flexible budget. Recommendatory approval of the flexible budget allowances 
is by the budget committee and formal approval is by the president. 

The flexible budgets, after having been prepared, adjusted where necessary and 
approved, are then ready for use. They are compiled under one cover entitled 
“Flexible Budget 19—.’” The completed flexible budget consists of the follow- 
ing subsidiary budgets: 
|. Direct factory overhead 
2. General factory overhead 


3. Administrative factory overhead 
4. Service department overhead 


Branch shop overhead 
Divisional selling expense 
Sales overhead 
Administrative expense 


i os 


The flexible budgets, thus prepared, are used throughout the year for the fol- 
lowing purposes: 


1. To prepare expense budget allowances port, and (b) the monthly departmental 
in the master forecast budget. achievement cost reports. 

2. To determine adjusted budget allow- 3. To prepare, in advance of production, 
ances, based on monthly volume attained, budget forecasts of expense allowances 
in order to derive budget variations for the various departments. 


shown on the (a) monthly financial re- 


The Procedure: 2. Fixed Forecast Budgeting 


The master forecast budget is the plan of operations for the coming year. It 
is an annual budget, being broken down by months at time of preparation. The 
fundamental principle behind the master forecast budget is that it relates allow- 
ances of assets, liabilities, net worth, and expense to the net sales forecast. To 
fulfill this requirement, the master budget contains the following primary 
schedules in addition to numerous supporting schedules: 





1. Budget balance sheet 7. Supplies and tools inventory budgets 

2. Budget ratios 8. Manufacturing overhead budget 

3. Budget profit and loss statements 9. Selling expense budget 

4. Sales budgets 10. Administrative expense budget 

5. Prime cost of goods sold 11. Other i and exp 

6. Raw materials, goods in process, and 12. Statistics, break-even analysis and graphs 


finished goods budgets 


The master budget, as outlined above, contains approximately sixty-five sched- 
ules, which indicates to some extent the scope, detail, and importance atiached 
to budgeting in the company. 

The sales forecast is the direct responsibility of the vice-president in charge of 
sales. The company has been able to derive very accurate sales forecasts follow- 
ing normal sales forecasting methods. Sales are estimated by product, by sales 
division, by month, which make possible a similar breakdown for profit and loss 
and break-even purposes. 
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After the sales forecast is completed, the next important step is to determine 
the various expense allowances for the forecast volume. Prime cost estimates are 
made in accordance with general budget procedures. The flexible budget readily 
provides allowances for the expense budgets. Since the flexible budget allow. 
ances are expressed in terms of a base, such as direct labor hours, volume must 
be known in terms of the same base. In the case of selling and administrative 
expenses, the base is net sales. However, in the case of manufacturing overhead, 
since the base is in terms of direct labor hours, there is the very critical problem 
of expressing forecast volume in terms of direct labor hours. In the absence of 
complete labor standards, the company has devised a unique method which has 
proven quite satisfactory. Basically, it involves converting estimated net sales 
dollars by product to direct labor hours by department, through the use of 
adjusted historical ratios between net sales dollars, c*rect labor cost, and average 
wage rates. 

The break-even chart shows fixed and variable costs, broken down as to labor, 
material, manufacturing expenses, selling expenses, and administrative expenses, 
and shows profit divided into income taxes, dividends, and retained surplus. It 
is particularly important to note that the company has been able to avoid the 
knotty problem of “converting” the various factors of variability (or base) used 
in the flexible budget to one common factor (sales dollar) for break-even point 
analysis, since the internal factors used are either net sales dollars or direct labor 
hours which were initially derived from net sales dollars. 

Other than the special problems and procedures mentioned above and the 
integration of flexible budgets, the company follows normal fixed forecast-type 
budget procedures. 

By means of the forecast budget, management has formally laid down the 
plans and policies, month by month, for the coming year. This forecast budget 
then constitutes the guide and goal for each member of the management team— 
the all-important planning function formally completed, except for necessary 
revisions as conditions warrant. In addition, the master budget lays down in 
black and white the specific part to be played by each responsible executive in 
accomplishing the desired over-all objective. It is an admirable managerial tool 
for establishing the basis for effective coordination throughout the firm. 


Effecting Budget Integration—and Control of Operations 


The monthly budget report is incorporated with the monthly financial state 
ments prepared by the accounting department. As mentioned earlier, this com 
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bined report, the monthly financial and operating report, is prepared by the 
accounting department, the budget department providing the adjusted budget 
allowances and budget variations. 

Sales and manufacturing volume for any one month will usually vary some 
from that anticipated in the fixed budget. Hence, in order to provide a logical 
measure for cost control, budget expense allowances for comparison with actual 
are adjusted to volume attained, by applying the flexible budget allowances 
shown in the flexible budget. Thus, on the monthly profit and loss statement 
and supporting schedules, management is provided with an invaluable dynamic 
cost control tool utilizing the principle of exceptions. Budget variations for net 
sales (by product, by sales division), being based on the fixed forecast sales 
budget, indicate the extent to which the sales department met or exceeded the 
plan or goal previously determined. 

Similar dynamic control and coordination functions are performed through 


variations shown on the balance sheet and supporting schedules. Certain varia- 


tions on the balance sheet result from a comparison of actual with forecast budget 
allowances. Others, such as variations in accounts receivable, are the result of 
comparing actual with adjusted budget allowances. The monthly financial report, 
as outlined above, contains no less than twenty-three separate schedules, budget 
variations appearing on all except three. 

In addition to the foregoing statement, there is prepared the Monthly Achieve- 
ment Report also mentioned earlier and shown as Exhibit 1. Data for the actual 
column are provided by the cost accounting department, the budget department 
computing the budget variations based on flexible budget allowances. Thus, the 
variations shown do not include the troublesome volume differential variation. 
Basically, plus achievement report serves two purposes: 





l. > mee responsible supervisors of the adjusted for volume, that real dynamic 
— of efficiency with which they con- cost control is possible. 
led costs. It is through this reporting 2. To enable top management and others 
of variances to the responsible parties, to locate the source of unfavorable vari- 
based on budget allowances which they ations and, tly, fix « 
actively participated in setting, and ity for them. - 


The effectiveness of budgetary control depends to a considerable degree on the 
procedures followed subsequent to the issuance of budget reports. Top manage- 
ment has found that formal written explanations of unfavorable variances are 
not effective nor worth the time involved. Accordingly, the follow-up is on an 
informal basis. Conferences on an informal basis at all levels of supervision are 
held regarding unfavorable conditions. This “checking” of exceptional items 
starts with the president and is carried down to the lowest supervisory level. 
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MONTHLY ACHIEVEMENT REPORT 
General Factory Overhead and Budget Variations 


ice ivdonetsicncdicckecnssvestatnssauenaes | es 
CURRENT MONTH YEAR TO DATE 
Actual Budget Actual B. 
ACCOUNT Expense Variation Expense Vai 


Salaries 

Overtime — Salary 

Miscellaneous Wages 

Overtime Premium — Wages 
Vacation Wages & Paid Holidays 
Employee Benefits 

Automobile Expense 

Travel and Entertaining 
Telephone and Telegraph 
Repairs & Rental of Office Equipt. 
Stationery and Office Supplies 
Maintenance — Machinery & Electrical 
Maintenance — General 
Miscellaneous Expense 
Rearrangement 

Shop Tools 

Supplies 

Heat, Lights, Power & Water 
Depreciation 

Insurance — Other 

Taxes — Other 

Experimental 


TOTAL OVERHEAD 


Total Direct Labor Hours in Plant 
Overhead Per Direct Labor Hour 
Total Direct Labor Cost in Plant 

% of Overhead to Total Dir. Lbr. Cost 


* Estimated. 
— None. 














EXHIBIT 1 


In addition, the budget department makes every effort to assist the various 
department supervisors in determining the reasons for unfavorable variances. 
In fact, following the issuance of the budget reports, a member of the budget 
department visits the plant, contacting the responsible parties, in order to discus 
their problems from a budgetary standpoint. This procedure results in good 
relations and a development of confidence between the operating supervisors and 
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the budget department. Moreover, through these informal conferences, many 
suggestions and ideas for improvement of the budget program and operation 
have been forthcoming. As a result of this logical and psychologically sound 
approach to budget operation, the entire supervisory personnel is budget-con- 
scious and looks upon the program as a desirable and worthwhile project. 

In certain departments, where feasible, the industrial engineering department 
converts scheduled production for the coming month to direct labor hours (the 
base). These advance estimates of direct labor hours are transmitted to the 
budget department. Applying these estimates to the flexible budget allowances 
by account for the departments, Budget Forecasts similar to that shown in Exhibit 
2 are prepared. The forecasts are transmitted to the departments concerned for 
their guidance in controlling costs and expenses during the period involved. 
This is an attempt to control costs at the real point of control, that is, before they 
are incurred. 


Budget Revision—Partial and Complete 


Occasionally circumstances are such that it is advisable to revise the budgets 
during the year. The revision may affect the flexible budget, the master forecast 
budget, or both. 

It is especially important that the flexible budget be kept in line with current 
policies and conditions, since it is used monthly to determine adjusted budget 
expense allowances. Whenever unanticipated policy changes or operating condi- 
tions cause circumstances to differ materially from those originally estimated, the 
budget should be revised to express the new conditions. In order to keep the 
flexible budget up-to-date, quarterly revisions are made where advisable, without 
adjusting the master forecast budget. 

In case the operating picture of the company is changed materially during the 
budget period, complete revision of both the flexible and master budget is made. 
Such circumstances may be due to, for example, rearrangement of internal organi- 
zational structure, changes in manufacturing methods, strikes, changes in wages, 
price level changes, etc. In such cases, revision involves considerable work and 
would generally follow the original budget preparation procedure. 


The Budget: "A Servant, Not a Master" 


This case study reveals an outstanding integrated budgetary program that is 
serving management extremely well. It is clearly apparent that management is 
utilizing this important tool, as is indicated in the following statement of benefits 
from the company budget manual: 
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Department 7—Assembly 


ACCOUNT 


Supervision 

Overtime Salaries 

Cleaners & Sweepers 

Idle or Delayed Time 

Miscellaneous Wages 

Vacation Wages 

Rejected Production 

Maintenance — Machinery & Electrical 
Maintenance — General 





Miscell E 
Rearrangement 
Shop Tools 
Supplies 


Compensation Insurance 
Social Security Taxes 
Heat, Light, Power & Water 


TOTAL OVERHEAD 
DIRECT LABOR HOURS SCHEDULED 


Note: This forecast is based on the direct labor hours scheduled for January and 
puts you in a position to control costs during the month in an effort to meet or 


better the estimated expense. 


BUDGET FORECAST 
Direct Factory Overhead 


Date January 


ESTIMATED EXPENSE 
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EXHIBIT 2 


. It has placed definite responsibility for 


each phase of the company's business 
where it belongs. 


. It has made for coordination. It has 


enlisted the cooperation of all depart- 
ments in attaining or bettering the re- 
sults fixed in the master budget. 


. It has improved control over expense. 
. It has been instrumental in keeping in- 


ventories within bounds. 


. It has provided a sound basis for estab- 


lishing the executive policies, for deter- 
mining capital outlay for expansion, for 
determining sales trends and productive 


requirements, for setting salaries, wage 
rates, etc. 


. It has served as a measuring stick for 


evaluating individual and group accom- 
plishments. 


. lt has shown how our profits and costs 


react to different volumes of sales, by 
lines and by territories, making prompt 
application of corrective measures pos 
sible. 


. It has always set a target at which to 


shoot, and has at the same time pro 
vided a gauge for measuring the ac 
curacy of the shot." 


The program is designed along commonly accepted budgetary principles, with 





occasional practical and unique adaptations to the needs of a specific firm within 
a specialized line of manufacture. The program is by no means static—the 
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budget department is continually studying and analyzing possible innovations 
to further increase the usefulness to management. In the final analysis, the only 
reason for budgeting is its service to management. 

The backbone of the budgetary program is the sales forecast and the flexible 
expense budgets. The extensive application of flexible budgets to control costs, 
to provide data for the master forecast budget and break-even analysis, is note- 
worthy. Of extreme importance in the successful operation of a budgetary 
program is the time element. Since the flexible budget is prepared before the 
fixed forecast budget, it is possible to start forecast budget work later in the 
current year and yet have it in final form by the first of the budget year. There 
have been many cases of a disillusioned management, due to the fact that the 
budget “came out” two or three months after the budget year started. 

In the final analysis, and as stated at the start of this article, the success of 
a budgetary program depends upon the whole-hearted support of top manage- 
ment. The success of this particular budgetary program can be primarily at- 
tributed to this important factor. This support and confidence in the budgetary 
program is quite evident throughout this particular firm. Such support and con- 
fidence must necessarily start at the very top. Managerial “budget philosophy” 
is very succinctly expressed in the budget manual, formally approved by the 
president, as follows: 
“The budget should be regarded, not as a master, but as a servant. It is one of the 
best tools yet divised for advancing the affairs of a company and of the individuals 
in their various spheres of activity. It is not assumed that any budget is perfect. The 


most important consideration is to make sure by intelligent use of the budget that all 
possible attainable benefits are derived from the budget as rendered.” 
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A Workable System for Office Supplies 
by HERMAN A. DOWNS 


Assistant to Controller, The Carborundum Company, Niagara Falls, N. Y. 


Offices consume paper and related supplies. This article rapidly re- 
views a program, with implementing procedures, which relies on 
standardization of supplies and makes for efficiency in their purchase, 
distribution to point of use, storage, and control. 


N POINTING THE WAY to operating efficiencies, some accountants overlook the 
fact that, within their own areas, there are many things which can be done 
to improve the profit objective. One of these is a reduction in the cost of the 
“tools” which implement our complex systems of organization. Besides salaries, 
the major item of expense in the office is generally, not the mechanical equipment 
and furniture (as might be thought) but the many supply items needed to 
properly utilize men and machines. For example, the cost of a new typewriter 
is exceeded many times over during its normal life by the total cost of the sup- 
plies it consumes during this period, such as stationery, envelopes, invoices, 
carbon paper, stencils, ribbons, cleaning fluids, etc. 

In short, the office is a paperwork factory where nothing happens without 
the use of pieces of paper and where practically every clerical hour is spent 
in handling or processing paperwork, a good part of which is made up of forms. 
Office supplies are raw materials to the office operation and as such must be 
provided in sufficient quantities, of required specifications, at the right time, in 
order to provide the basic materials to be consumed by office operations. Even 
in a small office, the securing of office supplies, keeping an adequate quantity on 
hand at all times without excessively increasing inventories (and doing this at 
a reasonable cost), is no small problem. In companies in which there may be 
many offices, some at distant locations, the problem becomes increasingly difficult 
and demands the most careful planning to minimize excess stocks, curtail emer- 
gency purchases at higher costs, and avert the ordering of a variety of similar 
items for the same purpose. 

The creation of a centralized control unit for the entire company, with full 
authority and responsibility for developing, establishing, and maintaining ao 
adequate program, is the key to effective office supplies control. Moreover, there 
are several factors in the problem and they need to be incorporated in the control 
program. These are standardization, purchase, distribution, storage, and record 
keeping. Each must be properly planned and co-ordinated, if the entire program 
is to be successful. 
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Standardization Basic to Control 


The development and establishment of sound, intelligent standards for office 
supply items, combined with their widespread acceptance and use, cannot fail to 
result in substantial savings. The more that forms, letterheads, envelopes, type- 
writer ribbons, carbon paper, stencils, machine tapes, pencils, etc. can be stand- 
ardized, the greater will be the opportunities for economy. In addition there are 
numerous advantages of standardization. Fewer items are ordered; a reduced 
number of purchase orders need to be processed; there is better control of stock; 
and less storage space is required. 

Both cost and performance should be weighed in buying office supplies. Raw 
materials and supplies for the factory are usually purchased on the basis of 
known specifications or standards which have been carefully developed. In many 
instances, the material is sampled after receipt and checked as a matter of estab- 
lished practice. By comparison, there is far less known concerning the compara- 


- tive qualities of office supply items as a whole. Still the purchase cost, life, and 


utility of these supplies add up to an important factor in the over-all cost of the 
office operation. One grade of typewriter ribbon or carbon paper, for example, 
may provide twice as much wear and equally satisfactory results as a lower-priced 
sheet or ribbon of supposedly comparable grade. Careful consideration should 
be given to the difference in purchase price in relation to the results obtained. 
A five percent lower cost may be more than offset by a twenty percent to thirty 
percent decrease in wearing quality, so that an apparent saving from the stand- 
point of price alone, may result in higher total costs. 

In addition to comparisons of cost and performance, careful consideration 
should be given to the possibility of combining sizes and kinds in establishing 
standards, Every effort should be made to standardize on the minimum number 
of office supply items required for satisfactory performance. This may, in some 
cases, mean the elimination of special brands or kinds of supplies, carried to 
satisfy personal preferences but which increase costs without justification. 

No standardization program for office supplies can be satisfactorily established 
without a study of forms. A practical definition describes a form as a printed 
piece of paper which provides space for entering records, information or instruc- 
tions to be conveyed to other individuals. The systematic review of each form 
to justify its use is certain to bring results in eliminating, combining, and chang- 
ing the design and content. This offers a huge area of potential savings. It must 
be realized that the initial cost of a form represents only a small part of the total 
cost to the company. For every dollar paid the printer, about twenty dollars will 
be spent for filling in, copying, handling, and filing. 
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Form construction requires consideration of proper size, quality of pape, 
weight of paper, color of paper, type face, line spacing, color of ink, and printing 
process. Good design provides for the pre-printing of all repetitive information, 
sequence of data arranged so it can be typed with a minimum of skips and repos 
tioning of machines, and, since many forms are copied in part from another 
form, the positioning of information to be copied in the same sequence and 
location as on the source document. 

The insertion of carbon paper is a major time consumer in many clerical 
operations. Much time can be saved by the use of carbon-interleaved sets for all 
kinds of written forms. The greater the number of copies necessary, the greater 
the saving. Even one-time carbon paper interleaved between the sheets of this 
type of form and designed for only one writing, is frequently cheaper to us 
and discard, than to pay operators to insert carbon paper manually. Unit ses 
interleaved with one-time carbon paper offer the ingenious designer many com- 
binations of construction by using long and short sheets and various arrange. 
ments of carbon paper. 

Forms identification is likewise important. To facilitate ordering and record- 
ing, each office supply item carried in the stockroom should be given a number 
which will serve as a positive means of identification, thus eliminating the neces- 
sity of repeatedly writing out complete descriptions. When standards have been 
established and numbers assigned, a complete listing or catalog should be pub 
lished by the centralized control unit and distributed to all personnel responsible 
for requisitioning office supplies, with instructions to order from the catalog by 
symbol number. 


Purchasing Systematically and in Time 

In cases in which large quantities of supplies are used, it is obvious tht 
centralized purchasing, with the advantages of volume buying and competitive 
bidding, is the best way of filling requirements at the most economical price 
In addition, a planned program of determining quantities needed and placing 
orders once a quarter concentrates the effort required, instead of having it spread 
on a continuous basis. 

After the office supplies catalog of standard forms and other items has bes 
prepared and distributed to all locations, a regular cycle for ordering quanti 
for the various stockrooms can be established. This could take the form of: 
quarterly requisition, similar to Exhibit 1, which would indicate the requested 
quantity of each item from each location and could be prepared and forwarded 
to the centralized control unit during the last month of each quarter for te 
three-month period following the next quarter. 
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The reason for this time interval is to enable 
the co-ordinating unit to review the requests 
and make necessary adjustments, to summarize 
the requests into over-all requirements for the 
company, to place orders with outside vendors 
or the company’s own print shop, and to secure 
all the needed items in time to properly fill each 
requisition and have the material in the hands 
of the ordering location at the beginning of the 
quarter in which the supplies will be used. For 
example, requisitions submitted in June would 
cover the quarter starting October 1. Orders 
would be placed by July 1 for delivery by 
September 15, so that by October 1 supplies 
would be available for use where needed. 

On the assumption that most items will be 
ordered every three months, it is apparent that 
a great many purchase requisitions will have to 
be prepared for the purchasing department to 
secure bids and place orders with vendors. This 
would ordinarily mean a repetition of identical 
information on successive requisitions for the 
same item. The use of a permanent purchase 
requisition which can be used over and over, 
means that complete information on description, 
specifications, vendors, charge numbers, etc., 
need only be prepared the first time. When 
supplies are to be purchased, the permanent 
requisition is removed from the file, required 
quantities indicated, and it is then forwarded to 
the purchasing department for further process- 
ing and eventually the issuance of a purchase 
order. The permanent requisition is then re- 
turned to the central control unit where it is 
held for the next use. In addition to the ad- 
vantage of saving a great deal of time the use of 
a permanent purchase requisition insures correct 
description, specifications, charge numbers, etc. 
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QUARTERLY REQUISITION — OFFICE SUPPLIES 
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EXHIBIT 1 











and provides in one place all historical information on usage and past orders, 

Quantities purchased should be economical from a printing point of view, 
after first considering the rate of use, inventory on hand, and the probability of 
revision or obsolescence. Uncertain market conditions and scarcities of some 
supplies may have an effect on the quantity purchased at the time. 

Wherever possible, sufficient time should be allowed the vendor to properly 
fill the order. Suppliers, especially for regular customers, will do everything 
they can to help a purchaser out of a tight spot occasionally, but little sympathy 
can be expected if tight spots are allowed to become a habit. In addition, rush 
orders may necessitate a premium payment, either in purchase price or trans- 
portation charges, as a result of faulty planning or scheduling. 


Distribution Under Limited Requisitioning Procedure 


When supplies are first received from the vendor, they should be opened and 
examined to make sure that no errors or substitutions have been made. It is 
pretty obvious that, unless goods are checked when received, there is little point 
in establishing specifications for the supplier to follow. If corrections are neces- 
sary, it is much better to discover errors when the goods are just in, than ata 
later date when they may be needed for immediate use. 

The centralized control unit should see that the quarterly requisitions from 
each location where a local stockroom is maintained, are properly filled, and the 
items forwarded in one shipment, if possible, just prior to the beginning of 
the quarter when they are to be used. Should additional quantities be needed, 
the central control point should be notified and the extra requirements either 
shipped from one of the other stockrooms where sufficient quantities are on 
hand to meet the emergency or a special order placed with the vendor. 

For the distribution of supplies from the local stockroom to the using depart- 
ments, it will be helpful if ordering is limited to one day each week. The amount 
requisitioned should not exceed the expected use for the following week. This 
practice will prevent large quantities of supplies from piling up in the various 
departments and also will save considerable time for the personnel processing 
and filling requisitions and delivering goods to the ordering departments. Need- 
less to say, all withdrawals should be by requisitions which have been properly 
approved by a department head. 


Area Storage of Supplies 


Many people are prone to want considerably more office supplies dose st 
hand than are actually needed by them at any one time. The thought is ordin- 


N.A.C.A. BULLETIN 





1198 








de 
the 
file 


sibi 
sho 


req' 


it is 
suc 
by | 
cler 
addi 








ders, 
view, 


ity of 


pathy 
, Tush 


od and 
. kis 


in at a 


s from 
nd the 
ing of 
needed, 
- either 
afe on 


LETIN 





arily that there will always be enough readily available to take care of an unusual 
demand. This attitude may easily result in large overstocks of identical items in 
the same area, with a misuse of valuable space in desk drawers, four-drawer 
files, cabinets, etc. 

One way to remedy this condition is to centrally locate a storage cabinet for 
housing the office supplies required by all personnel in each department. Respon- 
sibility for maintaining a two-week stock can be assigned to one individual. He 
should plan to replenish the stock by placing an order every week with the stock- 
room at each location where bulk quantities are maintained to supply all local 
requisitioning points. 

As all users will depend on the stockroom to promptly fill their requisitions, 
it is important that ‘‘run-outs”’ be held to a minimum. A simple device to avoid 
such an occurrence is to identify a minimum stock of each item in the stockroom 
by marking, tieing or wrapping. When this quantity is broken into, the stock 
derk should notify the office so that immediate action can be taken to secure 
additional quantities. 


No More Record-Keeping Than Is Needed 


Office supplies are usually expensed as purchased. Yet many instances are 
found in which detailed perpetual inventory records are maintained for unit 
control purposes. The maintenance of such records requires the posting of all 
transactions and can become an expensive operation, hardly justified from the 
standpoint of necessity. A much simpler but yet adequate way is to record only 
total purchases, and, from time to time, indicate the inventory on hand as re- 
ported by the stockroom when a low point in the quantity is reached. From these 
few figures, the total consumption over a period of time can be quickly de- 
termined. 

From the date at which a centralized office supplies control is established, a 
master file of symbol numbers should be maintained. No new office supply item 
should be added without prior approval from this point and, at that time, an 
identifying number is assigned. Copies of all currently used forms should be on 
hand for control and reference purposes. As changes in specifications are made, 
they should be recorded and held until re-order time, when they will be reflected 
on the new purchase requisition. Such a practice will insure that all necessary 
changes in specifications are made the next time the item is ordered. 


Control Office Supplies More 


The reader may have started this article with a feeling that the matter of office 
supplies control is of minor importance. Perhaps the considerations advanced 
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here have had some influence on him. Let me repeat that, outside of salaries, 
office supplies are generally the largest item of expense in the office. Worst of 
all, a large proportion of the expenditures for these items may often be wasted 
for reasons which are the sole responsibility of management itself. Lack of 
standardization, failure to determine exact requirements, high prices due to many 
small orders, and inefficient methods of storage and distribution all contribute 
to unnecessary waste. 

Postponing the establishment of an effective control of office supplies means 
that costs will continue to curve upward and eat into profits. All it takes to 
reverse this trend is for management to recognize the problem and take the 
necessary steps for corrective action. 
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THE WORKSHOP 


Personal Development for Report Writing 


by ARNOLD E. SCHNEIDER 


Head of Department of Business Studies, Western Michigan College, Kalamazoo, Micnigan 


The author of this article deals with the prerequisites of an ability 
to use language to convey the import of situations. In bis view, the 
goal is one of broad reading, continued learning, and lucid thinking, 
becoming a practical matter only against the backdrop of these essen- 


tial qualities of the individual. 


_ Is A NOTION PREVALENT that 

men who have ability to get things 
done are not literary minded. These ac- 
tion-oriented men presumably find it 
difficult to put down their thoughts in 
writing. This is a highly unwarranted 
assumption. The men who can act, of 
necessity, must have the ability to think 
logically and to express that thinking 
both orally and in writing. 

Into whatever classification of indi- 
viduals accountants may be said to fall, 
it is certain that they have been em- 
ploying the tools of the report writer 
all of their lives. They may have not 
been conscious of the possession of 
skill with these tools, but possess them 
they do. These tools can be enumer- 
ated as follows: 


. Observational powers. 

. Memory. 

. Imagination. 

. Vocabulary control. 

. Ability to think through a problem. 

. Ability to find information. 

» Ability to read and assimilate information. 


we ws 


~ oOo 
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8. Ability to analyze written information. 


9. Ability to write and organize his pres- 
entation. 


10. Ability to discriminate (judgment). 


First Comes Reading Skill 

The accountant who would aspire to 
mastery of report writing technique 
must learn to keep his report writing 
tools in good working order. This he 
can do by keeping alert to all the 
sources of information which affect his 
profession and company directly or 
indirectly. One of the greatest assets 
the report writer can possess is a wide 
store of background inforination. It 
gives him depth, balance, perspective 
and an insight into the problems with 
which he is working. 

The accountant must read widely, 
and not in accounting literature only. 
It is true that he must continue to read 
widely in his own field but, what is 
more pertinent, he must also learn to 
read intelligently and effectively in re- 
lated fields. He must be aware of 
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broad social trends, the ever-changing 
economic scene, the problems inherent 
in labor relations and a host of other 
major and minor categories. Reading 
skill is thus an indirect aid to report- 
writing, and it subtley turns into a 
direct one when the time for writing 
comes. It is vitally important to learn 
to read efficiently and effectively. 

In fact, it is necessary for the report 
writer to learn to judge and evaluate 
written material. It is frequently neces- 
sary to ask: 


Who wrote this? 

What were his qualifications? 

. What was he trying to do? 

How valid were his assumptions or state- 
ments? 

Who agrees with him? 

6. Who disagrees with him? 

7. What line of reasoning did he follow? 


FPP = 


” 


In addition to evaluating written 
material, it is very helpful to assume a 
critical attitude when reading. This 
does not necessarily imply a negative 
attitude. It means making the material 
you are reading square with your 
thinking and experience. 


And then There's The Faculty for 
Learning 

But reading is only one way of 
broadening background. There are 
other avenues by which an individual 
learns and learns to learn. For our 
purposes, we can say that the account- 
ant who would master report writing 
as a function of management, should 
learn to: 
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1. Observe. The old Chinese proverb 


that “one picture is worth a 
thousand words” is true insofar 
as learning experience is con- 
cerned. Learn early in life to see 
every process that you possibly 
can. Never visit a strange city 
without determining what busi- 
ness or industrial firm is the key 
enterprise. Then make it a point 
to visit that firm. In New York 
visit the stock exchanges, In 
Battle Creek visit the food manu- 
facturing firms. In Detroit visit 
the many automotive firms. In 
Toledo visit the glass firms. In 
Kalamazoo visit the paper mills. 


. Ask the man who knows how. 


When you see a workman per 
forming an operation, ask him 
about his job. You will be 
amazed to discover that most ar- 
tisans are more than willing to 
talk about their chosen fields of 
work. You can learn a great deal 
from these men. Develop the at- 
tribute of curiosity. When you 
are in a store, ask the proprietor 
about any specific item or sales 
effort and you will be rewarded 
with a practical lecture on the 
problem. Ask, listen intently and 
courteously, and assimilate. 


. Learn by doing. Try to do things 


for yourself. Build something, 
paint something, make some 
thing, work with your hands, and 
you will learn some of the basic 
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problems that confront your busi- 
ness. The man who has not 
worked with his hands, even if it 
is only as a hobby, has a blind 
spot in his education and his 
ability to understand. 


Build your own library in the field 
in which you work. The report 
writer should regularly read 
many of the current business 
magazines. In addition he should 
be familiar with the many trade 
journals published for specific 
fields. Building a library does 
not mean that you stack up maga- 
zine after magazine or book after 
book. What it does mean is that 
you learn to cut out items that 
interest you. Place these in a 
binder, folder or ring notebook. 
Soon you will have an accumula- 
tion of good material in your 
field. 


. Study the men with whom you 


are working. The chief purpose 
of a report is to move the minds 
of men, The more you learn con- 
cerning the people with whom 
you are working, the more able 
you will be to direct your reports 
at their thinking, their interests 
and their motivations. This does 
not mean that you should sacri- 
fice the accuracy or structure of 
your report. It does mean that 
you should possess enough com- 
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mon sense to recognize that, in 
order to get action, you must 
work with and through people. 


. Study the organization structure 


of the firm with which you are 
associated. It is important that 
you know the company’s history 
and policies. Familiarize yourself 
with all of the written policies 
and regulations. In this way, 
your report will be tied in with 
known facts. You will also have 
a good grasp of the channels 
through which your report will 
have to flow before any action 
can be taken. 


. Learn all the possible sources of 


information for various types of 
reports. One of the tools that the 
report writer should be very fa- 
miliar with is the whole area of 
sources of information. These 
sources may provide first-hand 
information or they may guide 
one to secondary references such 
as government manuals, period- 
icals, magazines and books. 


The Basic Consideration: Clear Thinking 


No part of this background prepara- 
tion will ever be worth much to a 
report writer if he has not mastered a 
very elusive art, that of clear thinking. 
The most useful rules for this accom- 


plishment are well-stated in a 
booklet by Dr. Roy C. Bryan? as: 


small 


‘Bryan, Roy C.; “Seven Rules of Clear Thinking,” Edwards Bros. Press; Ann Arbor, 
Mich,, 1947. 
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1. Prevent your feelings from dictating your 
thinking. 

. Suspend judgment until you are justified 
in reaching a conclusion. 

. Strive to identify assumptions. 

. Insist on adequate cross-section samples. 

. Beware of analogies. 

. Call for evidence of cause-effect rela- 
tionships. 

7. Organize your thoughts. 


nN 


ow} Ww 


The following paragraphs offer a 
number of further considerations relat- 
ing to some of these rules. 

Rule 1 has to do with the obstacle 
which feelings interpose. By feelings 
we mean such emotions as love, hate, 
prejudice, jealousy, religion, class loy- 
alty, provincialism, geographic differ- 
ences, language variations, home 
concepts, race, name-calling and per- 
sonal interests. The greatest single 
obstacle to clear thinking is the tend- 
ency of people to believe only those 
things they want to believe. It is a 
hurdle to clear thinking in every work- 
ing group of individuals. 

Suspending judgment is, or should 
be, a simpler matter. When solving 
problems, the following steps will lead 
to a reliable conclusion: 


1. Define the problem. 
2. Plan a solution 

3. Gather the evidence. 
4. Draw conclusions. 


One should never take Step 4, that 
of drawing conclusions, until he has 
first taken the three previous steps. 
The poor or illogical thinker makes a 
regular practice of “jumping” at con- 
clusions. 
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Assumptions are often slippery cus. 
tomers. An assumption is simply an 
opinion, guess, or theory, the truth of 
which remains to be determined, 
Whether or not an assumption is true 
or false can be determined only after 
sufficient evidence has been brought to 
bear on it. When sufficient evidence 
has been assembled to prove that an 
assumption is true, it ceases to be an 
assumption. It can then be regarded as 
truth or fact. The first necessary step 
which needs to be taken by one who 
desires to eliminate false assumptions 
from his thinking is to identify them. 
Once an assumption is identified, one 
can avoid acting on it till its truth or 
falsity has been tested. 

We skip over the matter of adequate 
samples here, not because it lacks im 
portance but because the accountant is 
familiar with it as a consideration. 
Our next rule warns against analogies. 
In all analogies a comparison of two ot 
more things is either explicit or im 
plied. However, analogies are best 
when used to clarify points or ideas or 
suggest new ideas or solutions to prob- 
lems. When they are used as proof, 
they are wrongly used, for they can 
only be so used by asserting, in effect, 
the identity of different things or dif- 
fering, if comparable, situations. 

Pronouncements of cause-effect rela 
tionships, if quickly or loosely arrived 
at, may cause considerable trouble. 
All causes produce effects and all 
effects have causes. Because of this 
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fact, we are constantly called upon to 
learn the causes of observed effects and 
to predict the effects that will result 
from given causes. The clear thinker 
will not assume that one event is the 
cause of ariother event. He will insist 
on evidence that a true cause-effect re- 
lationship exists. 

For example, an investigator wanted 
to learn what effect education has on 
financial success in life. He studied the 
life history of 500 men and found a 
marked increase in earning power of 
college graduates over high school 
graduates. He said, “By all means, go 
to college.” 

This conclusion needs to be exam- 
ined critically. Even though the in- 
vestigator has established the relation- 
ship between earning power and a col- 
lege education, it does not follow that 
education is the cause of the increased 
earning power. It is one of the pos- 
sible causes. Other possible causes are 
intelligence of the group and ability 
to carry out plans, apart from length 
or intensity of education. This is not to 
say that education does not increase 
earning power. Probably it does. But, 
when seeking causes, we should not 
confuse a cause with factors tied to 
the cause, nor should we rule out the 
possibility of other causes, after we 
have found one. 

The final rule, organization of one’s 
own thoughts is the most difficult of 
all the rules. When one writes or 
speaks to another, his main objective is 
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to be understood. Organized thought 
contributes to this understanding. The 
three steps which are frequently used 
in organizing thoughts are: 

1. Identifying the points that one wishes to 


emphasize. 


2. Determining their relative importance for 
presentation. 


3. Placing the results in writing. 


For all practical purposes, organiz- 
ing and outlining are one and the 
same thing. When one outlines, if he 
has the knack of it, he simply arranges 
the major and minor points in proper 
relationship. If one organizes his 
thoughts and places that organization 
of ideas in writing, one has an outline. 


The Task in Hand 


Today's accountant, as a participant 
in business management, must learn to 
speak with clarity, forthrightness and 
in the language that all will under- 
stand, appreciate and trust. This is so 
whether the report is, as in the great 
majority of cases, addressed to other 
individuals in the management group 
or among the line supervision of his 
own company, or whether it is ad- 
dressed to stockholders, labor or the 
public. The accountant must grasp the 
significance of the particular material, 
must understand the appropriate de- 
gree of detail to use, and must master 
expression. As we have stated, much 
depends upon his assiduous search for 
adequate background and his determi- 
nation to follow the rules of clear 
thinking. 


1205 








An Inquiry Into Internal Reporting 


By ROBERT D. HAY 


Instructor in Accounting, Ohio State University, Columbus, Ohio 


The many individual questions as to the makeup, timing, technique 
and use of reports to management, into which this survey was broken 
down, offers, in the responses received, a wide variety of indications 
of current practice. These indications are described by the author, 
not as conclusive, but as providing substantial food for thought. 


— PRESENT TREND toward decen- 
tralization of industry has created 
many perplexing problems, one of the 
most important of which is maintain- 
ing control. For this, accounting re- 
ports are invaluable tools of manage- 
ment. To determine the extent to 
which accounting reports are used by 
management, a questionnaire was pre- 
pared and mailed out. The response 
was excellent. Out of 405 originally 
mailed 268 were returned, or 66 per 
cent. Since the questionnaires were 
sent largely to big manufacturing and 
industrial firms, the majority of them 
went to companies in the northern and 
eastern sections of the United States. 
In spite of this, most of the sections 
of the country received some represen- 
tation in the replies. It should be 
pointed out, too that most of the re- 
plies came, as was natural, from ac- 
countants. 
What Accounting Reports Should 
Do—And What Are They? 
Decentralization makes it physically 
impossible for management to person- 
ally supervise all branch offices and 
plants. Management personnel must 
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rely on assistance from many sources, 
Accounting reports are one of the ma- 
jor tools available. An official of one 
company puts it this way, “The de. 
velopment and the presentation of ac- 
counting information has been and 
will continue to be an indispensable 
tool for management from the board 
of directors right down to the factory 
foreman level.” Another executive 
says, “Accounting reports are tools for 
management use. Care should be ex- 
ercised in developing the type of te 
port each management level desires 
and every effort should be made to see 
that the tool works for management 
rather than management having to 
work to use the tool.” 

Unless the tool does work for maa- 
agement the entire purpose of the te- 
port has been defeated. A report to 
management is useful when it trans- 
mits something of value in the form 
of information or services, One 
spokesman had this to say regarding 
the value of accounting reports, “I 
believe that the reports prepared by 
the accountant are one of the most ¢ 
sential keys in the control of any 
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business, large or small, and it is en- 
couraging to note that they are being 
investigated and studied fully.” 

Since there ate so many types of 
accounting reports, it may be well to 
give a definition of the word “report.” 
An auditor, in his comments in tfe- 
sponse to the questionnaire, defines 
reports as follows: “Reports are the 
end results of a combination of human 
factors, including personalities of the 
accounting and management people, 
worked out to reflect on paper a physi- 
cal condition and to secure results 
which seem desirable to the group.” 
This definition stresses the human fac- 
tors. For our purposes a report may 
be defined as the collection, organiz- 
ing, interpretation, and presentation 
of information to solve a business 
problem. 

Accounting reports are a means of 
communication. Communication is 
broadly defined as: “who .. . says 
what... by what media... to whom 

. with what effect!” In line with 
this recognition of essential elements, 
the following discussion presents sur- 
vey results to show who in the com- 
pany says what, using what type of 
reports, to whom, and with what effect. 


Who Says What? 

In Exhibit 1 are gathered together 
in summary form the replies relating 
to responsibility for and contents of 
internal reports. The first question that 
enters one’s mind when thinking about 
accounting reports is learning or ask- 
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ing who is responsible for their prepa- 
ration. Thus, in the questionnaire, the 
first question was “Who is responsible 
for organizing your accounting report 
System?” 

The figures at the top of Exhibit 
1 clearly indicate that it is the comp- 
troller’s responsibility in the majority 
of firms to organize the accounting re- 
port system. To a lesser degree, 
though, the treasurer and chief ac- 
countant have that responsibility. In 
the tabulation presented, the word 
“other” is used in place of various 
and sundry titles. In this category are 
included secretary, general manager, 
office manager, auditor, cost and budg- 
et director, and budget analyst. Then, 
too, a number of the firms listed com- 
bined responsibility such as comptrol- 
ler and assistant treasurer, vice-presi- 
dent and treasurer, and vice-president 
and comptroller. 

After learning who prepares the re- 
port, the next matter is to learn what 
reports are used. The answers to the 
question of what reports are prepared 
revealed the data tabulated in the re- 
maining summaries in Exhibit 1. 

In the sales area, analysis of sales 
by products is the favorite sales report 
of management, but the importance of 
selling expense analysis, analysis of 
sales territory, analysis of sales by 
customer, and analysis of sales by sales- 
men is only slightly less popular. Also 
included are sales reports using an 
analysis of sales returns and allowances 
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RESPONSIBILITY FOR REPORTS 
NUMBER PERCENTAGE OF TOTAL , 
OF ANSWERS FIRMS REPLYING 
Comptroller 142 53% 
Treasurer 67 25 
Chief accountant 49 18 ( 
Vice-President in charge of Finance 18 7 
Other 21 8 
Did not answer 3 1 i 
CONTENTS OF REPORTS 
Sales reports r 
Analysis of sales by products 185 69% 
Selling expense analysis 145 54 t 
Analysis of sales by territory 139 52 , 
Analysis of sales by customers 133 50 
Sales returns and allowances analysis 83 31 " 
Analysis of sales by order 28 10 : 
Other it 4 € 
Did not answer 13 5 
Production reports 
Inventory reports 165 62% . b 
Unit cost of production 164 él 
Direct labor 156 58 C 
Overtime labor 148 55 : 
Indirect labor 141 53 th 
Labor variance 123 46 bt 
Spoilage 117 44 
Materials variance 117 44 ar 
Overhead variance 114 43 di 
Other 13 5 . 
Did not answer 18 7 na 
Budget reports en 
Cash forecast 166 62% re 
Expense budget 163 él 
Advertising budget 134 50 po 
Capital expenditure budget 133 50 
Repairs and maintenance budget i 4l cal 
Raw materials purchasing budget 74 28 mi 
Other 13 5 ‘ 
Did not answer 23 9 Wi 
Financial reports , 
Monthly i and exp statement 209 78%, ans 
Monthly balance sheet 204 76 
Departmental operating statements 167 62 que 
Departmental expense reports 153 57 por 
Other 13 5 
Did not answer 5 2 mei 
Miscellaneous reports qui 
Accounts receiveble analysis 176 66% the 
Damage report analysis 27 10 
Other 22 8 
Did not answer 46 17 t 
{ 
EXHIBIT 1 
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as a basis. Included in the number of 
sales reports grouped under the head- 
ing “other” are analysis of sales by 
industry, market, and cancellation of 
orders. 

The figures on production reports 
indicate that they are in general use. 
However, there seems to be only slight 
difference in the importance attached 
to each kind. The types of reports 
induded in the grouping under 
“other” are those of manufacturing 
expense, price variance, efficiency, pur- 
chase variance, and daily production. 

As in the case of production reports, 
budget reports are widely used. The 
cash forecast, expense budget, adver- 
tising budget, and capital expenditures 
budget reports are favored. Again, 
among financial reports, one finds little 
differentiation in the kinds of reports 
named. All are used and little prefer- 
ence is shown. Analysis of accounts 
receivable seems to be the only really 
popular report in the miscellaneous 
category. The “other” group, under 
miscellaneous reports, consists of a 
wide variety of expense reports. 

It can properly be said that the 
answers to the “what” question of the 
questionnaire show that accounting re- 
ports are recognized tools of manage- 
ment. Their coverage and usage is 
quite broad. An accountant of one of 
the reporting firms states: 


“We do have many reports, and from 
these, management can obtain any in- 
formation they desire. These reports are 
uniform for all plants and we have a 
deadline to meet in getting them to the 
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New York office. I have recently listed 
the various reports made from our plant, 
and I believe there were 80 or 90 of 
them. We have daily, weekly, monthly, 
quarterly, semi-annual, annual, and non- 
periodic reports. I prepare only a few 
of these myself, but I have to be 
familiar with practically all of them.” 


Through What Media Is 
Reporting Performed? 

The form of the report is still an- 
other matter. It may be written, oral, 
or graphic. For the purposes of this 
survey, we are interested in written 
reports and the questions used assumed 
this. They appear in Exhibit 2. Most 
accounting reports appear to be de- 
signed by the comptroller or chief ac- 
countant. However, a small percent- 
age of the firms responding to the 
survey do use the treasurer’s depart- 
ment, design department, or the de- 
partment heads for this purpose. In 
this instance the “other” replies are 
cost analyst, budget director, auditor, 
and office manager. 

From the data relating to underly- 
ing instructions, it is apparent that 
many firms furnish definite guides to 
report preparation. These instructions 
may be oral or written. As a general 
tule, large firms will have positive 
written directions, while the smaller 
ones are more likely to give oral di- 
rections. Regardless of the size of the 
firm, though, judicious management 
appears always to issue written instruc- 
tions for the preparation of long or 
complicated reports. Many companies 
have deadlines which must be met for 
issuing reports. When this is so, the 
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REPORT FORMS AND BASES OF ISSUANCE 
Who designs the accounting reports used by your firm? 
NUMBER PERCENTAGE OF TOTAL 
OF ANSWERS FIRMS REPLYING 
Comptroller 121 45% 
Chief accountant 92 34 
Department head 33 12 
Treasurer 19 7 
Design Department 17 6 
Other 18 7 
Did not answer 12 4 
Do you have instructions for preparing reports? 
Yes 158 59% 
No 62 23 
Other 42 16 
Did not answer 6 2 
Do you use a reports calendar to insure that reports are issued 
on time to the right executive? 
Yes 149 56% 
No 69 26 
Other 44 16 
Did not answer 6 2 
W hat system does your firm follow to insure that reports are used? 
Periodic review with persons of authority 49 18% 
Intentionally neglect to send out the 
reports 46 17 
Discussions with top executives 25 9 
Intentionally make obvious errors 3 ! 
No review 4 I 
Questionnaires 3 1 
Intentionally leave out a page 0 0 
None of these 17 6 
Other él 24 
Did not answer 60 23 
EXHIBIT 2 


only way they may be certain of issu- ously handled. The conclusions to 
ing reports on time is to use a reports be drawn from the survey information 
calendar as a control or scheduling clearly point to the lack of uniformity 
device. Hence, the preponderant indi- regarding methods of review. In his 
cation on Exhibit 2. comments regarding this question, one 

Checkup on use of reports seems to respondent stated: “These are negative 
be a phase of report procedure vari- approaches. A strong executive does 
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not use ‘smart practices.’”” Another 
one had this to say: “Not a bad idea, 
but we have not used it.” In other 
words, the remarks only support the 
conclusion as to a lack of uniformity. 
However, there is a definite danger to 
guard against. One writer very aptly 
expressed it this way: 


“Intentionally making an obvious er- 
ror in the report may be dangerous. The 
reader may be under pressure when the 
report is used and not notice the ‘ob- 
vious error.” If a bad decision were 
made as the result of using the er- 
roneous information, who would be on 
the spot? Management should be able 
to rely on all figures given them.” 


So far as the survey developed data, 
relatively few companies seek to know 
the cost of their reporting procedures. 
To the question, “Does your firm com- 
pute the cost of preparing the re- 
ports?” the following response was 


received : 
Number Percentage of total 
of answers firms replying 
No 191 72% 
Yes 35 13 
Other 38 14 
Did not answer 4 ! 


Thus, a large majority of the firms in- 
dicate that they do not compute costs 
of preparing reports, or perhaps only 
for a special report or in answer to 
a special cost request. 


To Whom Do Reports Go? 

A report is of no value unless it 
reaches the person for whom it was 
intended and furnishes him the in- 
formation requested. Who uses the 
reports? For whom are they pre- 
pared? The questions appearing, with 
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response summaries, in Exhibit 3 were 
intended to elicit this information. It 
is practically impossible for top man- 
agement to see all reports. The ideal 
situation would be to give top man- 
agement summary reports with de- 


tailed information when necessary. 

As for departmental management, 
the answers show a decided preference 
to give department heads only infor- 
mation pertaining to their departments. 
Does this indicate that the department 
head is not interested in what the 
company as a whole is doing? Or, 
can there be a selfish motive on the 
part of management, in keeping this 
information from them? Should not 
each department head know what is 
going on in other departments, there- 
by being if a position to cooperate 
and coordinate activities? A repre- 
sentative of one firm had this to say, 
“To intelligently supervise, depart- 
ment heads must know the relation- 
ship of their departments to the over- 
all picture.” The antithesis of this 
remark was made by the spokesman of 
another firm, “Except in rare cases, 
department heads should be concerned 
only with their own departments.” 

It is a practically unanimous view- 
point that reports should be prepared 
for management's likes, whether right 
or wrong. One person expresses it 
this way, ‘““When you work for some- 
one, you give him what he wants.” Is 
this a wise procedure ali the time? 
Another person says this, ‘“Account- 
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No 
Yes 
Did not answer 


tion pertaining to their department 


as a whole 
Did not answer 


Yes 
No 
Did not answer 


Reports are made to cover only one 





DISTRIBUTION OF REPORTS 


Department heads receive only informa- 


Department heads receive information 
pertaining to their department, plus 
general information of the company 


Does top management see all reports? 


NUMBER PERCENTAGE OF TOTAL 
OF ANSWERS FIRMS REPLYING 
144 54%, 
112 42 
13 4 


What information do you send to department heads? 


Should management's likes and dislikes be considered in preparing reports? 


148 55%, 
113 42 
14 5 

233 87% 
15 6 
20 7 


Which of the following do you use? 











department with definite responsibility 184 69% 
Reports are made to cover whole ele- 
ments of operation with no definite 
responsibility 114 43 
Conditional answers 10 4 
Did not answer 16 6 
EXHIBIT 3 


ing reports should cover the entire 
picture, regardless of how it hurts.” 
Reports are many times made to 
cover only one department and there- 
by pin down responsibility. To be 
effective tools of management, reports 
must show definite responsibility. One 
person stated, “Reports are useless un- 
less they point out the weak points of 
the business, and the good points.” 
Another said, “Reports without defi- 
nite responsibility are of no use as far 
as I am concerned.” Still a third per- 
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son remarked, “We are in the process 
of changing over to reports showing 
definite responsibility.” Nevertheless, 
some top management reports are pre- 
pared to show trends or the overall 
picture. 


With What Effect? 

Anyone may write something or 
gather some material for presentation, 
but is it of any value? What effec 
does it have? Questions were selected 
to ascertain this information and are 
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presented, with results in Exhibits 3 
and 4. As the summary in Exhibit 4 
indicates, if accounting data are to be 
presented to one person, the use of 
figures is the best method of presenta- 
tion. However, the use of charts and 
graphs appears to be the ideal manner 
of presenting it to a group. Other 
techniques used in presenting account- 
ing data were given as motion pictures, 
slides, oral explanation, footnotes, and 
comparison. The importance of com- 
parison must not be overlooked. With- 
out it, data are practically meaningless. 

These questions lead to the ques- 
tion of the procedural means through 
which reports are brought to manage- 
ment. Acknowledging that charts and 
graphs are the best means of present- 
ing accounting data to a group, one 
accountant remarked, “In our experi- 
ence we have found, to get results, it 
is often necessary to dramatize reports 
by charts and, on some occasions, by 
projectors in group meetings.” An- 
other said, “Use the technique that 
will get the data across in the best 
manner to that particular group. For 
example, a presentation suitable for a 
union meeting might not do at all for 
a board of directors meeting.” 

As Exhibit 4 indicates, routine re- 
ports are only placed on the desk, but 
“special” reports call for conferences. 
However, a report out of the ordinary 
dass, probably demands a personal dis- 
cussion, bearing out the exception prin- 
ciple of management. The survey re- 
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sults suggest that discussion is regarded 
as needed. However, this finding is 
aptly qualified by the following re- 
mark, “The discussion may or may 
not involve the report itself but, 
rather, the problem presented by the 
facts shown on the report. Then, too, 
there are always those who question 
any report, no matter how prepared, 
where it indicates an undesirable an- 
swer.” 

Most persons can collect and record 
data, but it is difficult to interpret 
it properly. Probably the biggest job 
of the chief accountant or controller 
is to interpret data and to discuss them 
with management. Acceptance of this 
responsibility is perhaps the first mes- 
sage of the figures in Exhibit 5. Ac- 
countants commonly use footnotes to 
call attention to out-of-line items. An- 
other method frequently used is com- 
paring actual to standard by the use of 
variance reports. A report calling out- 
of-line items to management's atten- 
tion would be of little value unless 
accompanied by an analysis. Hence the 
heavy favorable response to this ques- 
tion in Exhibit 5. 

Accountants commonly use foot- 
notes to call attention to out-of-line 
items. Another method frequently 
used is comparing actual to standard 
by the use of variance reports. 

A report calling out-of-line items 
to management’s attention would be 
of little value unless accompanied by 
an analysis. Hence the heavy favor- 
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Charts and graphs 
Figures 
Percentages 
Ratios 

Depends 

Did not answer 


Place it on his desk 
Personal discussion 

By letter or memorandum 
In group conference 

Did not answer 


Personal discussion 

By letter or memorandum 
In group conference 
Place it on his desk 

Did not answer 








PRESENTATION OF ACCOUNTING DATA 


NUMBER PERCENTAGE OF TOTAL 
OF ANSWERS FIRMS REPLYING 

What technique should be used in presenting accounting data to one executive? 
Figures 198 74% 
Percentages 160 60 

Charts and graphs 113 42 

Ratios 102 38 

Depends on executive and data 46 17 

Did not answer 8 3 


W hat technique should be used in presenting accounting data 
to a group of people? 


How do you present “routine” accounting reports to management? 


How do you present “special” accounting reports to management? 


192 72% 
108 40 
102 38 
71 26 
21 3 
16 6 

145 54%, 
93 35 
92 34 
32 12 
7 3 

190 71% 
93 35 
46 17 
45 17 
7 3 


Should an effective report need any discussion if properly presented? 








Yes 126 47% 

No 108 40 

Depends 18 7 

Did not answer 16 6 
EXHIBIT 4 


able response to this question in Ex- 
hibit 5. An explanation of items, as 
to causes and relationship, will permit 
management to take the proper action. 
One person expressed it this way: 
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“In my opinion, a management report 
should not be too detailed, because it 
may become complex or confusing. 
Management reports should reflect ‘sum- 
mary of the facts.’ To support the sum- 
mary, the detail should be readily avail- 
able for complete overall analysis, 


N.A.C.A, BULLETIN 








sh 
tai 
to 

sit 
clu 
etc 
acc 
no’ 


Ch 
is ove 
replie 
“auto 
was il 
accout 
perfor 
persor 
autom 

. Anoth 
operat: 
cate f 
either 
good, 
Ano 
still as 
selves, 
pared, 
ment 
control 
tion of 
report 
when < 
speak | 
be care 
materia 
ant saic 
own th 
‘tide’ ar 
Quality 
There 
vey wh 
but the 


MAY, 1 

















should a particular variance justify de- 
tail study.”” Another individual had this 
to say: “Most operating men want 
simple but complete reports. Don't 
clutter up reports with too many ratios, 
etc. Explanations of variances should 
accompany the reports. Cold figures are 
not adequate.” 


Check of supervisory performance 
is overwhelmingly recommended in the 
replies. The use of the category 
“automatically,” shown in Exhibit 5, 
was inserted by eighteen firms. Good 
accounting reports would reflect poor 
performance by executives. As one 

person expressed it, “That would be 

automatic if reports are effective.” 
. Another wrote, “The proper cost and 
operating control of reports will indi- 
cate for each area of responsibility 
either consistently poor, consistently 
good, or haphazard performance.” 

Another spokesman expressed it in 

still another way, “The reports them- 

selves, if clearly and completely pre- 
pared, should be advice to manage- 
ment regarding the situation. The 
controller should not be put in a posi- 
tion of ‘fingering’ executives. Let the 
report speak for itself.” However, 
when accountants do “let the report 
speak for itself” they often have to 
be careful of the manner in which the 
material is presented. As one account- 
ant said, ““An accountant can ‘cut his 
own throat’ very easily by trying to 
‘ride’ an executive in a report.” 
Quality of Composition 

There was one question in the sur- 
vey which had a schoolroom flavor, 
but the responses were on the practical 
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side. It ran, “In study we are told 
that reports should be presented ac- 
cording to the certain principles. 
Please check those that you agree with.” 


A report should have: 


Number Percentage of total 
of answers firms replying 
Coherence 225 84% 
Emphasis 204 76 
Unity 185 69 


The use or meaning of unity in a 
report is writing it in such a manner 
that all the elements work together in 
one basic idea. One person stated it 
simply, ‘In some cases reports should 
be made up with accounting ability of 
the executive in mind. Thus, in most 
cases, a report should be simple and 
not present too many facts at one 
time.” Another said this, “Cents 
should be dropped whenever possible 
and, in dealing with large figures, it 
is preferable to leave off 000’s. Don’t 
show too much in a single report, be- 
cause there are limits as to how much 
a person can absorb at one time. Bet- 
ter to take it in small bites.” 

Coherence in a report means ‘“‘stick- 
ing it together” in a natural and logi- 
cal arrangement. One spokesman had 
this to say about coherence, ‘The fig- 
ures are important in reports, but co- 
herence in writing is necessary and 
has not been developed in schools to 
the degree believed possible.” 

Emphasis is used to stress or place 
importance On sections or portions of 
the report. One person remarked: 


“When an accounting report indicates 
that something is wrong within a divi- 
sion, line, etc., be sure to know or re- 
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INTERPRETATION OF ACCOUNTING DATA 


NUMBER PERCENTAGE OF TOTAL 
OF ANSWERS FIRMS REPLYING 
Do you interpret accounting reports to management? 
Yes 220 82% 
No 27 10 
Depends 13 5 
Did not answer 8 3 
Do you call attention to out-of-line items in accounting reports? 

Yes , 247 92%, 
No 5 2 
Depends 4 2 
Did not answer 12 4 

Should out-of-line items be accompanied by an analysis? 
Yes 230 86%, 
No 9 3 
Depends 18 7 
Did not answer 1 4 

Is a systematic check of out-of-line items made? 

Yes 225 84%, 
No 20 7 
Depends 13 5 
Did not answer 10 4 


Should consistently poor performance of executives be called to the attention 
of management by means of accounting reports? 











Yes 184 69% 

No 31 12 

Depends 22 8 

Automatically 18 7 

Did not answer 13 5 

EXHIBIT 5 
veal what is wrong. Remember that Number Percentage of total 
. ° of answers firms replying 

people outside of the accounting field Cc , 238 89% 

cannot possibly be as conversant with or yay 232 87 Pe 

interested in accounting as you af€. Complete 221 82 

Govern your reports and emphasis ac- Concise 220 82 

cordingly.” Convincing 181 67 

ey 7 : Considerate 

In addition to following the prin- of reader 174 65 
ciples of unity, emphasis, and co- Practically every individual listed 
herence, a report should be, according these “six C’s” in different arrays. An 
to survey responses: executive of one firm said, “A report 
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should be designed so a child can 
understand; so the nonaccounting ex- 
ecutive can comprehend,” which 
would fall under the “‘clear’’ listing. 
An accountant had this to say about 
dearness, “We use simple language. 
Avoid the use of accounting terms 
which sales and management execu- 
tives do not clearly understand. Know 
in advance who is to get a copy of 
each report and see that no extra cop- 
ies are prepared for distribution.”” An- 
other person remarked, regarding con- 
ciseness, ““He should explain the situ- 
ation and present alternate courses of 
action, with their consequences. Ex- 
ecutives seldom will read more than 
a patagraph or two. Detailed reports 
supporting arguments must be briefed 
to that extent.” The office manager of 
a firm was more interested in convic- 
tion, He said this: 


“Effort should be made, particularly 
in the case of cost and production re- 
ports to obtain reliable information from 
production management. This is one of 
the most difficult jobs. Cost and pro- 
duction reports cannot be convincing 
or correct iif production information is 
not reliable. Cost systems are often 
complicated, which discourages manage- 
ment from trying to understand them. 
Reports prepared are, therefore, not too 
useful.” 


Reports must also be timely. As one 
person said, “Hot reports get results; 
cold reports die.” Someone else had 
this to say, “No report is any good if 
it reflects facts too late. Any report 
showing action needed, more than five 
days after the fact, is no good.” An- 
other executive wrote: 
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“Of all the things that go toward 
making up the kind of report manage- 
ment needs to manage and operate a 
business, two facts have always seemed 
to me to be much more important than 
all the others. The first is time. To be 
of the greatest value, a report must be 
delivered to the person expected to make 
use of its contents as soon as pos- 
sible after the thing or event reported 
upon has happened. In my opinion, 
an operating report with figures mostly 
right, delivered as soon as possible after 
the event, is much more valuable and 
useful than a perfect report which per- 
fection has caused to be history. The 
second is to make the figure report easy 
to read. Too many figures crowded into 
one report make it appear formidable 
and uninviting, while a report which 
highlights the important facts in a few 
forceful figures (rounded off, if practi- 
cable) with the superfluous or nonessen- 
tial matter grouped together or omitted 
entirely, becomes interesting and makes 
reading and analysis easy. 


The entire question is aptly sum- 
marized by what this executive said 
further, “Naturally unity, coherence, 
emphasis, as well as being clear, con- 
cise, complete, correct, and convincing, 
are important in a report and should 
be strived for. Often it is easier said 
than done.” 

Responses in the Remarks 
Section of the Questionnaire 

The questionnaire ended with a 
space for comments or suggestions. 
The response was abundant. First and 
foremost was stress on considering the 
reader of the report. Quoted below 
are several of the pertinent remarks 
made by different individuals on this 
point: One said, 

“In preparing analyses, the person- 


ality of the executive for whom pre- 
pared should be taken into considera- 
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tion. Presentation frequently is 50 per 
cent of the effectiveness of reports.” 


Another remarked, 


“Accountants should use every means 
at their disposal (charts, visual aids, 
etc.) to effectively ‘sell’ our reports to 
management. Keep in mind the back- 
ground of the executive reviewing the 
report. The sales manager prefers a re- 
port different from one developed for 
the chief engineer, etc.” 


Still another said: 


“Reports are only tools for manage- 
ment. They should be presented with 
the background and personal likes of 
the receiver in mind. Otherwise, he will 
not fully grasp their significance and 
your time and effort in preparing them 
will be wasted.” 


Another: 


“All reports must be designed with 
the reader in mind. You are a sales- 
man. You have a product to sell and 
each person requires a different ap- 
proach. If you have sold your product 
you are a success. Accounting informa- 
tion is dry. Therefore, color must be 
added so the facts are ‘sold.’ ” 


Still another: 


“Accounting reports must be easily 
understood by those to whom they are 
directed. Since these reports are directed 
to four (at least) different groups, they 
should be consistent, or able to stand 
the test of comparability, when the 
forms used are inconsistent. I refer to 
the management, employees, stockhold- 
ers, and outside areas such as public 
accountants, Securities Exchange Com- 
mission, and Internal Revenue Depart- 
ment. An accounting statement may not 
be understood by the laborer in the 
plant who has an interest and deserves 
to be honestly informed of the com- 
pany’s status.” 


And finally: 


“Reports to be of the most value must 
consider the reader and his ability to 
interpret the report. The figures in a 
report are fixed, but the presentation of 
these figures must be made in a way 
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so that the person for whom they are 
intended can understand them. To some 
executives, numbers mean everything. 
To some executives, numbers mean noth- 
ing. To some executives, graphs mean 
everything. To some executives, graphs 
mean nothing. The longer a cost ac- 
countant works with an executive, the 
more valuable he becomes to him. This 
is true because the accountant learns 
the most effective ways of presenting the 
weak spots of the business to the man 
or men who are responsible to correct 
these weak spots.” 


General comments also dealt with 


the nature and services of internal 
reports. As to accounting reports as 
tools of management, one person had 


this to say: 


as 


“It has been my experience that ac- 
countants, including myself, are apt to 
devise more reports than management 
can digest. This is quite natural, since 
these reports are the end product of the 
accountants’ figure-gathering activity. 
Most accountants’ reports are historical. 
However, the accountants’ most valuable 
function is that of a prophet, showing 
management where business is going, 
not where it has been. This takes in- 
genuity and imagination. Anyone can 
assemble and rearrange a mass of his- 
torical data, but it takes a good account- 
ant to project future operation upon 
these reports of past performance.” 


Another person, referring to reports 
tools of management, said this: 


“As you no doubt will appreciate, 
our company is a highly diversified or- 
ganization. Operations have been de 
centralized in order to obtain optimum 
efficiency. To fix responsibility, a high 
degree of authority has been delegated. 
Along with the authority has necessarily 
gone accountability. Accordingly, there 
has been developed a great diversity in 
the use of accounting reports as tools of 
management. Aside from a few account 
ing reports required for corporate put 
poses and certain others required by law 
or government regulations, the determi- 
nation of the type and frequency of a- 
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counting reports is pretty much left to 


the decentralized management.” 
Still another individual made this 


remark: 


“Accounting reports as tools of man- 


agement are becoming recognized more 
and more as the important job of the 
accountant. They should be used as such 
and the man who can give management 
personnel the information they should 
have, when they should have it, is the 
man who will go places today.” 
What Do the Answers Mean? 
Some of the quotations from te- 


sponses, which have been offered here, 
seem arbitrary in their pronounce- 
ments. Even these are helpful. Others 
more reveal the logic on which they 


rest. 


From all, so far as the survey as 


a whole may be said to have reached, 
we can reasonably arrive at the follow- 


ing conclusions: 


|. The controller of a firm is the person 
generally responsible for the preparation 
of the accounting reports. 

2. As to contents of accounting reports, 
we can say: 


b. 


d. 


Practically all firms make analysis of 
sales in one form or another. 


Most firms use production reports 
dealing with labor, material and 
overhead. 


. Most firms use budgets and have 


budget reports from which they de- 
rive their standard budgets. 
All firms use financial reports. 


3, About report preparation it is fair to 
state that: 


4. 


The controller or chief accountant is 
the person normally responsible for 
designing accounting reports. 


. Most firms issue instructions, either 


oral or written, covering the prepa- 
ration of reports. 


. A majority of firms use a reports 


calendar so they may be sure that the 
reports make an established date 
deadline. 


. A majority of firms do not use trick 


devices to insure their reports being 
used, but do follow the practice of 
periodic review and discussion. 


. Normally, firms do not compute the 


cost of preparing reports. 
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4. With respect to circulation of reports 
and their modification for the needs of 
individuals, the survey developed that: 


a. 


Top management sees all reports in 
54% of the firms replying, while in 
42% they do not. 

In 55% of the firms, department 
heads receive only information per- 
taining to their department. In 42% 
they receive information pertaining 
to their department, plus general in- 
formation on the company as a whole. 
Management's likes and _ dislikes 
should be considered when preparing 
reports. 

Most reports are made to cover only 
one department and a definite op- 
erating responsibility. 


5. Manner of presentation and type of 
elaboration of basic contents, were re- 
flected in survey replies in the following 
ways: 


6. In 


. Attention is 


Most firms use figures and percent- 
ages when presenting accounting 
data to one person. 


. When accounting data is submitted 


to a group of people, a majority of 
the firms use charts and graphs. 

In presenting routine accounting re- 
ports, most firms follow the practice 
of merely placing it on the execu- 
tive's desk. 


. A majority of the firms are in favor 


of personal discussion when present- 
ing special accounting reports to 
management. 

In answering the question, “Should 
an effective report need any dis- 
cussion if properly presented?," 47% 
of the firms stated "yes," and 40% 
said "no." 


. Accounting reports are interpreted 


to management. . 
called to out-of-line 
items included in accounting reports. 


. Out-of-line items need to be accom- 


panied by an analysis. 
A systematic check of out-of-line 
items is made. 


. Consistently poor performance of ex- 


ecutives should be called to the at- 
tention of management. 


. A report should have unity, coher- 


ence, and emphasis. At the same 
time it should be clear, concise, com- 
plete, correct, convincing, timely, and 
considerate of the reader. 


addition, the value of and need for 


adequate accounting reports were con- 
sistently upheld throughout the survey 
responses. 
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THE OPERATING POINT OF VIEW 


Editor, N.A.C.A. Bulletin: 

SINCE THE LACK of what may well be 
termed the operating point of view is so 
common in accounting and financial people, 
one is forced to conclude that this charac- 
teristic will, like the proverbial taste for 
olives, usually have to be acquired. The 
desirability of acquisition is self-evident. 
Without it, there can be no really satis- 
factory meeting of minds between the ac- 
countant and the sales, production, and 
other operating people whom he is trying to 
serve. 

What is the operating point of view? 
Like many abstractions, it defies precise 
academic or philosophical definition, but its 
presence or absence can be detected unmis- 
takably in its effect upon the outlook, ac- 
tions, and reactions of accountants who 
have acquired it. The following attitudes 
pretty well identify individuals who possess 
this viewpoint: 

1. They see the primary purpose of busi- 
ness as profits. Thus, to them, books, rec- 
ords, procedures, papers are merely de- 
vices useful to managerial efforts to earn 
profits and to increase them. Such tools 
are of interest only to the extent that 
their use does serve the fundamental pur- 
pose of earning, maintaining and ex- 
panding profits. 


2. They expressly do not think primarily in 
terms of such individual occupational in- 
terests as annual and monthly closings, 
balancing, substantiation of tax returns, 
and consistent application of the princi- 
ples of conventional accounting, nor do 
they recognize arbitrary, legalistic corpo- 
rate segments, established for legal, tax, 
or other nonoperating reasons, when 
these arrangements have no true operat- 


ing meaning. 
3. They deal in facts. When “double- 
checked,” “balanced,” records “on a 
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basis consistent with past years," and 
“approved,” are at variance with ob. 
served physical phenomena, they ques- 
tion the records, not the observable ma- 
terial facts. 

4. They present what they sincerely believe 
to be the facts in the language of spe. 
cific operating people. They chart for 
the engineer, tabulate for the banker, 
brief for the lawyer, express in physical 
quantities for the shop man, and narrate 
for the salesman. 

5. They place creative analysis of and re- 
search into profit-enhancing opportuni- 
ties, ahead of routine administration. 
They “have time” for efforts which may 
help operating people make more profits. 

6. They are aware of utility-cost relation- 
ships. They are no more precise than the 
purpose requires. They do not read un- 
warranted perfection into records and 
reports. They do not spend more for 
protection than can ever be lost. They 
do not, as the saying goes, “use a crane 
to lift a sugar sack.” 


Such being the attitudes which mark it, 
how is the operating frame of mind to be 
cultivated? If one is a major accounting 
officer, the task is, through leadership, to 
encourage acquisition of this attitude on the 
part of the largest possible number of sub- 
ordinates. If one is a subordinate, the prob 
lem is one of personal development. 

The principal accounting executive ought 
to possess the opertating viewpoint. His 
status usually indicates that he does. His 
example then, may be expected to encour- 
age the acquisition and development of this 
quality in those under him. He can exer- 
cise leadership in this matter by stressing 
and selling the operating outlook in these 
ways: 


1. By exposing subordinates to as much 
aus contact with high level operating 
management as may be practica 
Academic and imaginary conceptions 
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what really matters to a principal oper- 
ating executive will give way to a more 
factual understanding. 


. By as much liberality in trevel to com- 


pany and other operating locations as 
can be justified by the benefits of this 
broadening experience. 


. By systematically eliminating opportuni- 


ties for preoccupation with trivia. To 
illustrate, one vice-president for finance 
stripped major subordinates of their 
check-signing functions, which some had, 
rather short-sightedly, taken to be a 
mark of prestige. To drive the point 
home, he reassigned this detail to re- 
ceptionists and other lower echelon cler- 
ical positions. 


. By stressing significant points of operat- 


ing concern. Referring to Point 3, it 
may be commented that the operating 
decision was to incur an expenditure. 
Once that decision was affirmed, the 
check-signing became an unavoidable 
and routine consequence. 


. By staffing the internal audit function 


with more people of operating, rather 
than public accounting background. 
Thus, internal audit reports are slanted 
in the operating direction. The result 
is to minimize the applications of the 
approaches forced upon public account- 
ants because of their obligations to out- 
siders and their dependence upon privi- 
leges to practice before regulatory 


bodies. 


. By broadening the accounting personnel 


through inclusion of some staff people 
of engineering, research, marketing, 
chemical and other nonaccounting 
backgrounds. 


. By bulletinizing personnel with appropri- 


ate material discussing application of 
the operating profit outlook to current 
problems or repetitive situations. 


. By instituting a program of financial 


analyses and by practicing and advo- 
cating financial analysis as an essential 
preliminary to consequential decision. 


. By administering merit salary increases 


more according to significance of finan- 
cial analyses produced and less accord- 
ing to quality of routine administration 
or performance. 


. By deferring all except extreme emer- 


gency requests for additional personnel 
until a procedural work load and meth- 
ods study has either eliminated the 
request through better methods or at- 
tested to the reality of the need. 





The subordinate accountant who wants to 
become profit-minded and to perfect him- 
self in seeing problems through operating 
eyes, can resort to some stimulating pre- 
tenses and can cultivate desirable mental 
attitudes. Some of them are cited below. 


|. He can imagine he is the chief executive, 
in approaching a problem. If he has had 
topside contacts, this exercise will espe- 
cially aid him to distinguish the larger 
aspects of the problem. 


2. He can maintain an open mind. Through 
intelligent questioning and research, an- 
swers will come to him and profit oppor- 
tunities will reveal themselves. 


3. He can try to see and to emphasize the 
long-range effects of alternative solutions 
to problems and avoid the usual lower- 
level preoccupations with probable short- 
range consequences. 


4. He can welcome travel opportunities. 


5. He can put first things first. To the de- 
gree that he determines his own work 
program, he can apply his efforts in what 
he regards as the descending order of 
probable profit significance Tin dollars, 
not per cent). 


He can practice moderation. The ob- 
jective relationship of probable benefits 
to related costs is. an antidote for ideal- 
istic perfectionism. 


o 


7. He can exercise common sense. This will 
help him avoid entanglement in aca- 
demic arguments, such old favorites of 
the bookkeeping fraternity as "allowable 
depreciation", “basis of inventory valu- 
ation" (as among several), and other 
specialized difficulties which have no 
long-range operating significance what- 
soever. 

8. He can be of independent mind. This 
may make him, at times, less popular, 
but, ultimately, more respected. The in- 
dependent mind can supply courage to 
management to decide to do the obvi- 
ous and counsel against serious mis- 
takes before they are made. The "yes 
man" cannot be expected to perform 
these valuable services. The independent 
mind is less conventional and, therefore, 
is certain to be more original, more cre- 
ative. 


To summarize, the operating point of 
view is the ability to see with reasonable 
clarity the utility-cost relationships of al- 
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ternative solutions to business problems and 
to present these facts plainly to others, in 
their language. Its acquisition can be stimu- 
lated by managerial policies and practices. 
But, whether or not encouraged to do so by 
management, the individual subordinate ac- 
countant can advantageously devote himself 
to the development of his own ability to 
relate business facts to their profit effects 
and to convey his conclusions effectively to 
those who have primary operating responsi- 
bility for profits. 


C. J. COSTELLO, Northern Wisconsin Chapter 


BUDGET PARTNERSHIP WITH 
THE FOREMEN 


Editor, N.A.C.A. Bulletin: 

IN LOOKING for some budget material, 
I went through the October 1951, issue of 
the N. A.C. A. Bulletin and was particu- 
larly impressed by the article, “Giving 
Budgeting Appeal for the Foreman,” writ- 
ten by Colin Park. I thought that some 
of our problems were closely like those 
dealt with in this article and that the 
methods we used for their solution might 
be of interest. Our plant has many fore- 
men who, until recent years, have thought 
of a budget only as something they gave 
their wives to work on. So, when our 
budget program was started, there was 
naturally a rather strong feeling of oppo- 
sition, Moreover, operations had been com- 
pletely changed. Product lines were new. 
A new system of production control was 
installed, etc. Therefore, no history of past 
experience was available. 

Our first step, after determining the 
scheduled production for the year to be 
budgeted, was a group meeting with all 
foremen. The program was then given 
them in units and costs, broken down as to 
material and labor. Since we operate on a 
standard burden rate, we had a pre-deter- 
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mined amount of overhead. We then broke 
the overhead down into fixed and variable 
portions and told the foremen that the var. 
iable portion was their concern (together 
with us). 

Next, we stressed the point, and it was 
very well received, that we should never 
lose sight of the per pound cost. In other 
words, if the forge shop foreman could 
reduce labor, although perhaps increase 
overhead at the same time, we would al- 
ways recognize the total savings and not be 
too concerned because his particular over. 
head items went up. This was one of the 
major points of interest to the foremen. 
They did not understand burden and over- 
head terms but labor costs and operations 
were well understood. The meeting was 
then opened to questions. 

The second step was calling in, by tele- 
phone, each man responsible for a depart- 
ment. The foreman was better satisfhed, 
for these individual meetings, to come into 
the office where he would not be inter- 
rupted than he would have been had 
the meeting taken place in his department. 
In this meeting between each foreman and 
the budget director, it was suggested that 
perhaps the foreman had some questions re- 
garding his department that he had not 
felt like taking up in the group meeting. 
Then, the foreman was asked a few ques 
tions which revealed to him that the budget 
director did not know all there was to be 
known about the particular department and 
needed the foreman’s help with the budget. 
The foreman was shown the department 
figures made up by the budget director and 
told to take them and check them over, 
making any revisions he thought necessary. 
Extra columns were provided on the work 
sheets for the foreman’s estimate and wert 
so headed. The foreman then took the 
work sheets to his department for review. 
In his tour of the plant, the budget diret- 
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tor contacted foremen, in turn, and asked 
how the review was coming along and 
arranged another individual meeting. The 
first item discussed was what we will call 
Account X, set low originally. The fore- 
man was told it had been probably set low 
and was asked what had been missed. 
Upon a review of omitted items, it was 
suggested that it was still too low and 
was raised by another amount. Then the 
general work was ready to be started. 
After all accounts had been agreed upon, 
the maintenance foreman was called in to 
advise on those accounts which were in 
the maintenance group. It is a good idea, 
here, not to bring in the plant engineer 
but rather keep it on a foreman level. 
The budget director then said that the 
whole departmental budget would be re- 
studied by him with the top operating 
management. The same method was used 
in all departments and was found to en- 
courage the foreman in wanting a budget, 
one which was a realistic budget and not 
the Utopian idea of someone far removed 
from the physical operations. 

After final approval had been given by 
top management, each foreman was called 
in once more and any changes which had 
been made since the earlier review were 
thoroughly discussed. Then, the foreman 
was told that the next year’s budget for 
the department would be originated by him 
and the budget director would make revi- 
sions, just the reverse of the first year’s 
budget procedure. Of course, the foremen 
were also told that the program would be 
available to them in ample time for the 
budget to be made. They were likewise en- 
couraged to come in for help before and 
during the time they were working on their 
portions of the budget. 

In the consultations with the foreman, it 
was suggested that any time they were run- 
ning over the budget or knew they would 
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be, the matter be taken up with the budget 
director. This would disclose, and has dis- 
closed, some faults, as in material handling 
systems, etc. By having the foreman ad- 
vise when these extra charges could be 
coming up, there was opportunity to try 
to eliminate them by new methods. The 
procedure even resulted in some engineer- 
ing changes. At times, a special account 
would be set up to disclose the actual cost 
of the various causes and the information 
received from the figures in the special 
account resulted in the purchase of cap- 
ital equipment. All of the advices from the 
foremen which resulted in changes in meth- 
ods or in the purchase of new capital 
equipment, were taken up again after the 
change had been made. In other words, 
the foreman was made conscious of the fact 
that had he not had a budget he might still 
be using that old lathe, etc. The alert 
budget director will leave no stone un- 
turned to promote the use of his operating 
budget. 

In the years which have followed, we 
have found that the: foreman quite often 
tries to do a better job of his operating ac- 
counts than is really possible. In other 
words, he understates the funds required. 
This, of course, is not encouraged because 
no foreman will be happy when he cannot 
possibly meet his budget. Moreover, for 
best results, we always want to be realistic. 

The forewarning of increased expenses 
to come, which we get from our foremen, 
has made for a much better and more eco- 
nomical operation. We believe that our 
foremen actually like the budget work they 
do. It has strengthened the ties between 
our accounting and operating departments. 
Let us say, that the foreman has gotten 
to the point where the accountant’s pencil 
cannot slip or he will be caught. 


C. F. ERICKSON, Anniston Chapter 
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WHAT DO YOUR PRODUCTS RETURN 
ON CAPITAL? 


Editor, N.A.C.A. Bulletin: 

IN OUR SYSTEM OF FREE ENTERPRISE the 
measure of able management is adequacy of 
return on investment. Yet management all 
too frequently advertises with self-satisfac- 
tion the same earnings per share year after 
year, when substantial earnings have been 
plowed back into the business activity. If 
management is not to default on its stew- 
ardship, greater earnings per share should 
result from the increased investment due to 
earnings retained in the business. 

Detailed reports of return by major prod- 
uct lines are, of course, the key to the 
proper control of the investment and of an 
adequate return on it. Additionally, it is 
only by an examination of the probable re- 
turn on an investment through prospective 
expenditures that management can select the 
best direction for expansion. 

The structuring of these product invest- 
ment yield reports falls within the province 
of the accountant, for it is he who has at 
his command the basic information from 
which they may be drawn. It is merely a 
matter of properly organizing this available 
information in two ways: 


1. Investment in real estate, machinery and 

equipment 

Initially the accountant must determine 
whether investment for distribution to prod- 
uct shall be computed at original cost or at 
replacement cost, and whether at gross cost, 
residue cost or at an average cost. My own 
preference lies with the average replace- 
ment cost, i.e., approximately one half of 
what it would cost to replace the equip- 
ment. This has the advantage of maintain- 
ing all investment at the current purchasing 
value of the dollar, whether the equipment 
be old or new, and more closely reflects the 
average return over the life of the assets. 
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When this decision has been made it js 
necessary to make a distribution of this ip. 
vestment to the burden centers just as one 
would make a distribution of burden or 
overhead expenses when determining cost, 
Then follows an allocation of the invest. 
ment to the product lines on a use basis, in 
the same manner in which the costs of the 
burden center are allocated. With produc 
net profit also in hand, return on durable 
assets can be calculated. 


2. Investment in Working Capital 

The average of the monthly balances for 
a year for each item should be calculated 
and should then be distributed to products 
on the basis of actual use, preceding a simi- 
lar calculation of return. 

Direct cost enthusiasts will argue that 
much of this investment represents “sunk” 
investment and that many of the costs to 
be related to it are joint costs not imme 
diately savable. But this is defeatism. It 
assumes that mangement is buffeted by cir- 
cumstances beyond its control and cannot 
guide or direct. Management still has the 
freedom of choice and may influence its 
own destiny. 

It is the accountant’s task to furnish 
timely reports and analyses in adequate de- 
tail to allow management to measure the 
results of past decisions and to project the 
probable effect on future plans. Therefore, 
because an adequate return on investment is 
one of the basic responsibilities of manage. 
ment, it should be advised of the amount 
of and the source of the elements of the 
investment yield. 

F. E. SWISHER, Boston Chopier 


DOES YOUR WORK SIMPLIFICATION 
SIMPLIFY? 


Editor, N.A.C.A. Bulletin: 

DuRING RECENT YEARS many companies 
have instituted programs of work simpli- 
fication and methods analysis and have 
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experimented with numerous systems for 
measuring productivity in terms of both 
quantity and quality. Originating in manu- 
facturing operations, such studies have un- 
doubtedly contributed much toward maxi- 
num production at minimum costs. 

The successful application of these prin- 
ciples to producing and operating problems 
has led to the adoption of similar methods 
in the evaluation and measurement of ac- 
counting functions. Here the complications 
obviously grow. In some cases the cost in 
terms of manhours, stationery, supplies, 
etc, can be measured fairly accurately as 
applicable to the number of invoices, cus- 
tomers’ accounts, purchase orders and 
many other diverse units used as yard- 
sticks to measure accounting activities. 

However, these methods should be 
availed of with caution, as they are easily 
subject to distortion and may often be 
misleading. All too often the work sim- 
plification phases of the original program 
become lost in the shuffle and there is ac- 
tual danger that the clerical employees may 
become so engrossed in counting media, 
in keeping time, and in otherwise keeping 
track of their accomplishments that the 
time so spent is entirely out of proportion. 

Also, statistical reports prepared to pre- 
sent the results of such studies have a 
way of becoming permanently scheduled 
reports and, since, by nature, they are dif- 
ficult to interpret, they must often be quali- 
fied and be accompanied by supplemental 
analysis. Unless checked, such reports 
can grow and grow until they defeat their 
purpose and become themselves excessively 
costly. 

The larger the company is, the more 
susceptible it is to the accumulation of a 
multiplicity of unnecessary and unused ac- 
counting and statistical data of all kinds. 
Some principal factors which appear to 
handicap the checking of this evil are: 
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|. The natural reluctance of one account- 
ant to criticize another's project. 


2. The fear that, to admit certain infor- 
mation has no real meaning or value, 
is confession of ignorance. 


3. The belief that, if certain information 
is valuable on a spot basis, it should 
justify continued presentation. 


Common sense dictates that the honest 
employee owes it to his employer (and the 
auditor to his client) to at least question 
reports which to him appear too costly to 
justify their preparation. Accounting has 
been defined as an art, but I do not believe 
that any conscientious accountant will, as 
other artists sometimes do, practice his art 
for art’s sake. 


J. D. BELL, JR., Columbia Chapter 


STORES INVENTORY CONTROL IN A 
MULTIPLANT ORGANIZATION 


Editor, N.A.C.A. Bulletin: 

THE CONTROL OF INVENTORIES of fac- 
tory supplies is just as important as the 
control of finished goods or other inven- 
tories, since the tieing up of working 
capital due to improper turn-over may 
seriously hinder the growth of an industrial 
enterprise. Even though a company may 
have an excellent procedure for controlling 
stocks of individual stores items, there are 
many things which may occur which will 
cause the accumulation of large stocks of 
slow-moving items. In such instances, work- 
ing capital is tied up and quite often in- 
ventory must be scrapped and written off. 
In a multi-plant organization, the amounts 
written off due to obsolete stores items and 
the tieing up of working capital will tend 
to increase in practically direct proportion 
to the number of plants involved, unless 
there is some method of integration or 
overall control aimed at maximum turn- 
over. 

There are many procedures which might 
be adopted to accomplish a master control 


1225 


over stores inventories at several plants. 
Prerequisites are that the procedure should 
control all items and, at the same time, 
be economical to operate in order to be 
economical, it must be designed to control 
by exception rather than an entire control 
over all items at all times. The procedure 
described herein has been in effect for sev- 
eral years in a company operating eight 
large plants. It has been found to be ex- 
tremely effective and the cost of its oper- 
ation is negligible when compared with the 
results obtained. It will be referred to as 
a “surplus stock procedure” since it con- 
trols by exception and is concerned only 
with items which are regarded as slow- 
moving or surplus at any plant. 

The following rules apply to the classifi- 
cation of surplus stock: 
1. When the quantity of any item on hand 

at any plant exceeds one year's supply, 

based upon current normal usage, the 


quantity in excess of one year's supply 
will be considered as surplus. 


2. When items purchased specifically for a 
repair work order or a construction work 
order are not used, they will be returned 
to the stores department and considered 
as surplus material. 


As soon as an item becomes surplus in 
accordance with the above rules, a form 
entitled “additions to surplus stock” is pre- 
pared. This form sets forth complete and 
accurate specifications of the surplus mate- 
rial, the quantity considered to be surplus 
and its unit inventory value. The quantity 
considered as surplus is indicated on the 
stores stock record for the particular item 
being transferred to surplus stock. The 
form is forwarded to the main office of the 
company, where the item is assigned a sur- 
plus stock number and the quantity is en- 
tered on a surplus stock record. This record 
shows the plant location of the surplus 
stock. In some instances, there is a surplus 
quantity of the same item at more than one 
plant. In such instances, both the surplus 
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quantity at each plant location and the total 
surplus quantity, are shown on the record. 

When an item is added to the surplus 
stock record at the main office, copies of a 
form entitled “surplus material record” are 
prepared and sent to all plants. This form 
does not show the location of the surplus 
material by plants. The surplus material 
record forms are filed at the plants in visible 
binders, by surplus stock number. 

The surplus stock numbers provide a 
uniform method at all plants for filing sur. 
plus material records in the binders and 
they also provide a means of reference to 
surplus stock items. A separate series of 
surplus stock numbers is used for each 
class of inventory. For example, bolts and 
nuts have one series of numbers and pipe 
fittings a different series. The following 
tabulation will indicate the use of surplus 
stock numbers: 


Surplus 
stock numbers Description 
1.00 1” Black malleable coupling 
2.00 1'/y” Black malleable coupling 
3.00 2” Black malleable coupling 


Note—lIf a 1'4” black malleable coupling 
become a surplus stock item, it may be as- 
signed any number between 1.00 and 2.00, 
as for example 1.05. This plan assures proper 
filing of the surplus material record forms. 


At each plant, copies of the surplus mate- 
rial record forms are kept in both the En- 
gineering department and the stores depart- 
ment. Before preparing a purchase requisi- 
tion for materials not regularly carried in 
store stock, it is the responsibility of the En- 
gineering department to refer to the surplus 
material record, to ascertain whether the 
item required is in surplus stock or whether 
there is available a substitute item. 

In the case of regularly stocked stores 
materials, items are ordered when the quan- 
tity on hand has reached a pre-determined 
ordering point. Before preparing purchase 
requisitions for such materials, reference is 
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made to the surplus material record to de- 
termine if the material may be furnished 
from surplus. If material is indicated as 
available in surplus stock, a surplus mate- 
rial requisition is prepared and forwarded to 
the main office. It serves in the same man- 
ner as a purchase requisition for purchases 
made from outside vendors. The main office 
issues necessary instructions for the material 
to be transferred from the plant where it is 
surplus to the plant where it is required. 
If there is a surplus of an item at more 
than one plant, the main office instructs 
shipment from the nearest plant, in order 
to minimize transportation costs. 

When material is supplied from surplus, 
entries are made on the surplus stock record 
to indicate the mew quantity on hand and 
revised copies of the surplus material record 
form are sent to all plants. 

The surplus stock record is reviewed in 
October of each year by the engineering 
department, in collaboration with the treas- 
ury department, to determine the disposi- 
tion of surplus stock items for which there 
is apparently no use. The movement of 





each item in surplus stock is analyzed and 
one of the following decisions is made: 


1. Continue to hold as surplus stock. 
2. List as available for disposition on a 
surplus stock disposal list. 

The purchasing department reviews the 
surplus stock disposal list and determines 
which items can be sold and which must be 
scrapped. In the event that it is possible to 
sell the materials, the purchasing depart- 
ment will obtain bids from as many sources 
as possible. 

The procedure described above has many 
benefits, some of which are enumerated 
below: 

1. Cost savings resulting from transfer of 


materials between plants instead of pur- 
chasing new materials. 


2. Decrease in investment and increase in 


turn-over by increasing movement of 
slow-moving items. 


3. Decrease in amounts of inventory writ- 


ten off. 


4. Provides for systematic annual review of 


slow-moving and obsolete items, with 
required and prompt decisions for dis- 
posal. 


HARRY P. KELLEY, Philadelphia Chapter 











